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ABSTRACT 

This document presents witness testimonies and 
prepared statements from the Congressional hearing called to examine 
the removal of the mandatory retirement age by taking the cap off of 
employees in the private sector through the passage of H.R. 4154. 
Opening statements are included from Congressmen Pepper and Martinez. 
Arthur Flemming, the Chairman of the Citizens Coalition for Civil 
Rights, testifies in support of H.R. 4154. T. Franklin Williams, the 
director of the National Institute on Aging, discusses the medical 
and scientific evidence relative to the issue of mandatory 
retirement, cites examples of how functioning in the various organ 
systems can be maintained at high levels into an individual's later 
years, and concludes that there is no convincing medical evidence to 
support a specific age for mandatory retirement. Eugene Silberjiann, a 
physician, and Erling Johnson, representing the American Association 
of Retired Persons, discuss their personal experiences with mandatory 
retirement. Joseph Quinn, an economics professor at Boston College, 
bases his testimony on 5 years of economic research on the 
determinants of individvial retirement and, while supporting H.R. 
4154, asserts that removing mandatory retirement laws without 
changing the financial incentives that exist in Social Security and 
private pension plans will have only a modest impact on overall 
retirement patterns. Prepared statements, letters, and supplemental 
materials are included. (NB) 
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THE REMOVAL OF AGE CEILING CAP UNDER 
THE AGE DISCRIMINATION IN EMPLOYMENT 
ACT 



WEDNESDAY, MARCH 12, 1986 
HousK or Rkprjeskntativks, 

SUBCOMMITTEB ON EMPLOYMENT OPPORTUNITIES, 

Ck>MMnTEE ON EIducation and Labor, 

AND 

SUBCOMMTITEE ON HEALTH AND LonG-TeRM CarE, 

Select CoMMnrEE on Aging, 

Washington, DC. 

The joint subcwnmitte^met, pursuant to call, at 9 a.m., in room 
^61 Rayburn House Office Bmlding, Hon. Qaude Popper and 
tion. Matthew G. Martinez (subconunittee chairmen) presiding. 

Member present from the Subcommittee on Employment Oppor- 
tunities: Representative Martinez. *^ 

Member ^^nt from the Subcommittee on Health and Lone- 
Term Care: Representative Pepper. 

Staff present from the Subcommittee on Employment Opportuni- 
ties of the Committee on Education and Labor: Eric Jensen, staff 
director; Valene White, legal assistant; Sharon Hawley, prosiden- 
ti^ management mtera; and Jeff Fox, minority counsel. 

btaff present from the Subcommittee on Long-Term Care of the 
Lomnuttee on Aging: Kathleen Gardner Cravedi, staff director; Me- 
lame Modhn, assistant staff director; Peter Reinecke, research di- 
rector; Patncia Butch, congressional fellow; Mark Hickman, intern; 
f^°"?,.?pJ»erlis> M.D., consultant; Lillian Simmons, volunteer; 

pT?^i,%'"'Jf*^®*' Benedict, minority staff director; and 
ratnck McCarthy, detailee. 

Mr. Pepper. The committee will come to order, please. 

Mr. Martinez, the distinguished chairman of the Subcommittee 
ot Mucation and Labor which has jurisdiction over tiis subject is 
cochairman of this hearing with me, chairman of the Subcommit- 
tee on Health and Long-Term Care of the House Select Committee 
on Aging. 

Mr. Martinez had advised me to go .ihead with the hearing be- 
cause he IS temporarily delayed and will be here very shortly. 
. This IS a veiy timely hearing because we are dealing with a very 
important subject We have a very distinguished group of witnesses 
here for the enlightenment of the Congress upon this critical 
matter. 

I believe that this measure, H.R. 4154, is properly designed to 
protect human rights. That is, the right to work and make a living 

(1) 
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in an honorable way in a free country, and to allow the economic 
rewards to those who work to provide for their own security and 
sustenan ce. 

When I was born in 1900, only 5 percent of the people were over 
65 years of age. Now 11 percent are in that category. We are told 
that in less than 50 years almodt 20 percent of our population will 
be over 65 years of age. 

Strangely enough, we are told that the group above 65, which 
percentaigewise is increasing most rapidly, is the group over 85 — it 
so happens I became 85 last year. I thought if I could get to about 
85, I could continue on for a good long while. I am delighted to 
know that that seems to be a fact in our population. 

Are we going to have to provide more support for those living 
longer lives? Or are wt ^oing to enable older individuals to support 
themselves when they art^ able to do so and can and wish to do so? 

That is basically what this hearing involves. 

You may recall that piior to 1978, if an employee worked fo: the 
Government of the United States, that individual, no matter how 
great hLs or her health, how capable that individual was, how con- 
scientious and responsible that individual might be, when he or she 
reached the age of 70 the Government of the United States would 
say, "auit." 

Well, what has an individual done wrong? They are 70 vears old. 
What has that got to do with it, with doing the job right? The law 
says that you may be and should be mandatorily retired when you 
reach the age of 70 years of age. 

Well, we changed that in 1978. Many of you here helped do that. 
Today, you do retire, and there is no reason for your mandatory 
retirement, you cannot be, under the law, mandatorily retired be- 
cause you have reached 70 years of age. 

It used to be when you reached 65 years of age, the emplover 
could walk right in one fair morning and say, ' I am sorry, Mr. 
Jones, but this is your last day." "Why, Mr. so and so^ have 1 done 
something wrong?" "No, you are 65 years of age, and under the 
law we are permitted to discharge you mandatorily on account of 
that fact." 

In other words, older Americans are being denied the presump- 
tion of competence when there is not adequate protection for those 
people. 

We changed that in 1978. We moved the age of mandatory retire- 
ment in the private sector to 70. Thev can't mandatorily discharge 
anybody on account of age who is under 70 years of age. 

Now we are moving a step further. We have already taken the 
cap off of those working for the U.S. Government. Now we want to 
take the cap off of those working in private enterprise, and that is 
what this bill, H.R. 4154, does. 

Our Subcommittee on Health and Long-Term Care has rather # 
painstakingly, under the direction of our able staff director, Ms. 
Gardner, who sits here by me, prepared a rej)ort on mandatory re- 
tirement. If I may, Mr. Chairman, without objection, I will offer 
this report on behalf of our subcommittee for inclusion in the I 
record. 

Mr. Martinez. So ordered. 

[The document referred to follows:] 
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ELIMINATING MANDATORY f^LTIKflMLNT 

A RCPUKI BY 
TML HOrJORAtiLf. CLAUOE PtPPLR 
CHAH^MAf^, bUBLOMVJTlLL Or J hlLALTH MiU LOfK.-TLKM CARf 
U.S. HOUSr Sf LLCT COMMITTfX 0\ i ACirJG 



Pl!f Si fJlt i) 
;/,AKi H 12, I '^86 

AT A 
JOUn HEARIfslG 
Of TMl SUBCOMMirTLL OlUi' ALTM AfvlD LOrJG-TFKM CARL 
Afj:) 

THE SU^COV.MlfTEE OtJ EMPLOYMENT OPPORTUNITIES 
- U S, HOUSE COMMITTEE ON EDUCATION At JO LABOR 

■ HOrK)RABLE MATTHEW G. MAKTIfvlE/, CfHAIRMAr>j 



"The wealth of one of our greatest natural resources is lost when uncalled-for retirement 
IS forced upon a person. . . Retirement troditionally has been the so-called 'golden years,* 
bu* what IS golden obout them is people feel useless and ce expected to do almost 
nolhmg''" 

— Letter to Cong. Claude Pepper, 
February 2^, 1985, from a concerned 
citizen in Oaklond, Cohfornia 
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ELIMINATING MANDATORY RETIREMENT 



QUESTIONS fiiHO ANSWERS 
WKot is moodotory retirement? 

Mondotory retirement refers to the forced deportureof on employee becouse thot person 
hos attorned on age deemed, for whotever reoson, to be the cut-off oge for employment 
in thot porticular job. This oge is determined either through stotute or through court 
ruling. 

WKot is the current oge of mandatory retirement? 

It vanes occording to the noture of the work, whether or not the profession is protected 
by the provisions of the Age Discriminotion in Employment Act (ADEA), and whether the 
work IS performed in the publ»c or private sector. 

Under current low, the ADEA protects private sector worker: agoisnt mondotory 
retirement up to the oge of 70. In 1978, mondotory retirement was eliminated altogether 
for Federol workers. 

WKot percentogc of Americon workers ore subject to mandator/ retireiT»ent lows? 

An est«moted 5i percent of older workers outside the Federol government foce o 
mondotory retirement oge of 70 or more. (As noted ooove, Federol Qovernment workers 
under the p.otcctronof the ADEA Hove no mandatory retirement oge.) 

C<x\ you dftxnbe rmxe folly the Age DiscrinirKition in Employment Act (ADEA)? 

The Age Discriminotion in Employment Act, odopted in 1967, prohibits discriminotion in 
employment because of age m such motters os hiring, job retention, compensotion, and 
other terms, conditions or privileges of employment. The ADEA protects wor'xers who 
ore ot least '♦O, but less thon 70, yeors of age from discriminotion on the bosis of age by 
most employers of 20 or more ^jersons ^including Stote and local governments), 
employment ogencies, and lutor orgon'zotions thot have 25 or more members. Most 
Federol employees ond appltconts v. ho ore ot loost ^0 yeors old ore also covered, but 
without on upper cy.^ limit. 

The Act specifies that octioos otherwise deemed unlowful may be permitted if they ore 
based upon the following considerations: 

\l) where oge is c bono fide occupational qualification reosonobly necessory to normal 
operotions of o porticulcr business; 

(2) where dif f erentiotion is based on reosonoble foctors other than age (e.g., the use of 
physicol exominotions relatirg to minimum star>dards reosonobly necessary for 
specific work to be performed on o job); 

(3) to observe the terms of a bono fide seniority systrm or o bono fide employee benefit 
plan such as o retirement, pension, or insurance ^>lan, with the qualification thai no 
seniority system or benefit plan may require or permit the involuntary retirement of 
onv iryjividuol who is covered by the ADEA; orxj 

(4) where an employee is dischorged or disciplined for good cause. 

The Equal Employment Opportunity Commission (EEOC) is responsible for the 
odministratioo and enforcement of the ADEA, except in the Federal sec.o" where the 
Office of Personnel Management (0PM) is responsible. 



What ore some of tKt occtjpotions which lie outside the protection of the ADEA? 

Sevt'ol groups of federal employees, including foreign sorvice officers. Central 
Intelligence Agency employees, law enforcement officers ond firefighters, and oir traffic 
controllers, do have various specific mor>dotory retirement oges, set forth in separate 
lows thot remain in effect. In oddition, 1978 amendments to the ADEA provided two 
exceptions with regard to mandatory retirement: certain bono fide executive or high- 
rank'r^g policy-making employees in private Industry may be compulsorily retired at age 
65; ono, until July I, 1982, tenured foculty at institutions of higher education could be 
compulsorily retired at age 65. The 1978 omerxlments also extended protection against 
discriminotion to U.S. citizens employed by U.S. employers obrood 
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Are There other Federal laws w icol with age discriminotion'' 

Yes, there is a separate Age Discrimination Act, P.L. 9^4-135, as amended, which 
generally prohibits discrimination cn tf>e basis of age in proyroms or activities receiving 
Federol finonciol ossjstonce. 



Isrfl "retirement" itself o foirly new notion? 



"Ketifetncnt" is on idea thot borely existed m turn-of-thc-century Amenco. The overoye 
life expectoncy m 1900 wos U6.3 for men ond for women, ond persons generolly 
continued working until ottoinmg those oges, which stortle us todoy becouse they ore so 
low. 

In 1900, the overoge Amencon mole spent 3% of his lifetime m retirement. In I^JBO, he 
spent more thon one fifth of his life with thot stotus. 

f Whot IS fhe reasonir>g behind the mondotory retirement oge of 70, which currently holds 

for those privte sector employees protected by the ADEA? 

Before goining on urderstonding of why 70 wos selected, we irust exomine the evolution 
of the retirement ogp which preceded it, 65. 

't oppeors this number hod its roots in Gcrmony, with the Old Age and Survivors Pension 
Act which Chancellor Otto Von Bismorck instil jted m 1889. This legislotion represented 
the first time o Federol Government in the western world ossumed obligotion for !h«; 
finor.ciol SLpport of its older citizens ond roised the need to define "old oge." Bismorck 
selected 65 ot thot time. Greot Britoin possed similor legislotion m 1908, initiolly 
selecting the oge of 70 but loter reducing it to 65. Other notions followed Bismorck's 
leod ond fhe United Stotes followed suit in 1935 with its Sociol Security system. Todoy, 
the normol retirement oge os defined by public policy vories greoily by country, os well 
as by sex ond type of work. 

The rotionolp behind Bismorck's selection of oge 65 os the start of "old oge" seems to 
hove been o most orbitrory one. Actuollv, in 1889, Bisrnurck was 7^ ond wos o very 
octive ond powerful choncellor of the Germon EmDire. 

Concerning th,- United Stotes' choice of 65 for Sociol Security eligibility, former 
Secretory of Heol.h, Educotion ond Welfore Wilbur Cohen, who drofted the 1935 Act, 
wrote in 1957, "This brief account of how oge 65 v^as selected in the . . . United States 
indicates thot there wos no scientific, sociol, or gerontologicol bosis for the selectioa 
Rather, it moy be soid thot it wos the gen^rol consensus thot 65 wos the most occep.oble 
age." 

Given increosing hfespons m the United Stotes ond the increosmg scrutiny which comes 
with time, Amencon policymokers recently begon questioninQ the oge of 65 for 
retirement. When formuloting the 1978 -lendments to the Age Discrimination in 
tmployment Act, 70 was adopted os the mondo. *ry retirement oge for most non-Federol 
workers. It wos os orbitrory os oge 65 ond wos chosen as o coinpromise between those 
who wished to eliminate mandatory retirement oltogether and those who would have 
preferred o continuance of mondoiory retirement at oge 65. 

How hove lifespans choriged in the past century? 

The life expectancy ot birth for Americans has improved dromoticolly over the lost 
century. People born today hove o life expectancy 26 years longer thon those born in 



In 1900, the overage life expectancy for me and women was ^47. 3 years. By 1935, the 
year the Social Security eligibility ooe of 65 ^ os adopted, that oge hod risen to 61.7. In 
1981, the overoge life expectancy hod reocheO 7^.2. To many, these longer lifespons ore 
on indication that perhaps mandatory retiremeit is on outmoded concept; mony persons 
do enjo/ healthy and productive years even beyond the average lifespans. 

Who! is the status of Stote low regarding morxJotory retirement? 

This w.ll be described in detail in o later sec*ian of the report. All t f the States parallel 
the Federal government by banning mandatory retirement through oge 70 for the State 
government workforce and loco! government employees. The lows apply also to private 
sector workers, but some Smte lows include exemptions for private sector errp'oyees 
depending on the firm's size. Thirteen States hove lows which go beyond the Federal low 
by prohibiting oge discrimination, including mandatory retirernenl, without on upper oge 
limit. These ore California, Florido, Georgia, Hawaii, lowo, Maine, Massachusetts, 
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Montooo (by court interpretation of aye discrifnu^otion slatute), Ntw I lurnpshire, New 
Je'sey, New York, Tennessee, and Wisconsin. All but three of these Slates irrpose this 
bon on all employer s. 

In oddttion, Alaska, Nevodo, New Mexico, North Carolina, North Dokota 0(,<i Vermont 
hove abolished marxJatory retirement contingent upon court interpretation of oge 
discriminotion statutes. 

What is tK? intent of Congressman Pepper's bill, KR. 41 54? 

H.R. ^I5A essen'ially guarantees that individuals employed in occupotions currently 

covered urxler the Age Discrimination in Employment Act cannot be f»red solely on the ^ 

bosis af oge. The Pepper bill would not force anyone to continue working^ Rother, it 

would simply permit those who desire to cortlinuc working ond are compet«?nt enough to 

keep working to do sa 

H.R. mSk IS a "clean bill," retaining all exemptions provided for in the 1978 ADEA ^ 

Amendments. It docs incluC'e an appropriate phase-in period for collective bargaining 

agreements negotiated prior to enoclment of the bill. All such agreements negotiated 

after the enoctment of this legislation would hove to be in full compliance with its 

provisions. 

H the Pepper bill were odopted, what would be the ecooomic consequer>ces? 

This legislation would not cost the Government a penny. Instead, it is expected to 
contribute to the ecor.omic well-being of the nation. H.R. U\SU would generate an 
estimated $3 billion in the first year alone, because more than 195,000 older workers who 
would otherwise be retired would be contributing to their own economic support as well 
as to the Treasury and Social Security funds. As the Congress, faced with the terms of 
the Gramm-Rudmon-Hol lings deficit control oct, looks for new revenue sources, it is 
hoed this bill will provide at least a partial solution. 

REVIEW OF RECENT EVENTS 

The 99th Congress shows evidence continuing interest in the issue of older 
workers, in pari because of concerns about balancing tlw budget ond in part because of 
tncreasing interest in the philosophy that ageism is as unconscionable a form of 
discnminotjon as rocism or sexism. Many feel that the elimination of mandatory 
retirement would contribute to the economic well-being of the Untted States, generating 
some $3 billion in the first year alone, because nearly 195,000 older workers who would 
otherwise be retiree* would be contributing to their own economic support, a- well as to 
the Treasury and Social Security furtds. 

There ore no less than 10 bills concerning mandatory retirement now pending in the 
House. Among these are Chairman Pepper's bi'l to remove the maximum age limitation 
applicable to employees who ore protected under the ADEA (H.R. ^15^); Aging 
Committee Chairman Edward R. RoyboTs bill (H.R. \T^0) to remove mondato-^y 
retirement ages for a brood range of civil servants, including U.S. Pork Police, air traffic 
controllers, Fcderol Bureau of Investigation personnel and Department of Justice low 
enf' 'cement personnel. Tax Court judges, ond Foreign Service officers; Congressman 
Robert Motsui's bill (H.R. 1736) to eliminote the mondotory retiremenl age fpr Tox Court 
judges; Congressman Mervyn Dymoll/s bills (H.R. 3370, H.R. 3560, H.R. 3578 ond H.R. 
3592) to extend the mondotory retirement oge of judges in District of Columbio courts to 
age 7^ (from oge 70); ond Congressman Benjamin Gilmon's measure (H.R. 391 1) to roise 
the mondotory retirement age of low enforcement officers engaged in detention 
activities from 55 to 65 years. 

The sole Senate bill on mandatory retirement was ititroduced by Senator Alan 
Cronston. This bill eliminates the upper oge limitation (70 years of uge) of the closs of 
persons to whom the Age Discrimination in Employment Act applies. It would olso 
prohibit ony reinstatement of ADEA exemptions for tenured university focuity and 
eliminote tlw existing exemption for executies or high policy-making employ > in ^ 
privote industry. 

HISTORICAL OVERVIEW OF MAr>IDATOR . REA 

Forced retirement still persists, despite growing - ev.dence ♦hot age is a poor 
indicator of jo-- performance. According to the Department of Labor, a majority of all 
older norv-federol workers in the United States face a mandatory retirement age. In most 
coses the morxJotory retirement age is set at 70 since the feierol Agt Discruniuution in 
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Employment Act (ADEA) protects workers ogomst such practices until age 70. 

Prior to 1978, most employers had established a mandatory retirement age af 65. 
This age hod na special significance other than its camcidtnce with the age at which 
workers ore entttled to their full Social Security benefits. 

In 1978, the ADEA wos amended to eliminate mandatory retirement *or nearly all 
Federal workers and to increase to 70 the age at which nan-Federal workers could be 
forcibly retired. The age of 70 was as arbitrary as age 65, and wo^ agreed to ns a 
compromise until the Labor Deportnent was able to conduct a study of the impoct of 
^ eliminating morxJotory retirement ohogether. 

The 97th Congress showed renewed and vigorous interest m the issue of older 
workers, in part because of concerns about the financing problems of Social Security 
During that session, 16 bills were introduced an the top»c of mandatory retirement — II 
in the House and five in the Senate. One of these was H.R. 6S76, Congressman Pepper's 
f proposal to remove the age 70 cop for private sector employees. This 1903 version of the 

legislation hod the some thrust as Pepper's current bil" to remove the mandatory 
retirement age (H.R. ^I5^»), orJ enjoyed the support of 182 Members of the House be.'are 
:i died at tne end of the session. 

In subsequent years, increasing concern over nsmg deficits and lingering concern 
over the solvency of Social Secu-tty have generaUd strong bipartisan sentiment in favor 
of removing oil obstacles to employment of older Airencans. Suchac»ion is thought nof 
only to be a way of improv.ng conditions lor older Americans, but for bolstering ihe 
coffers of the U.S. Treasury and the Social Security trust funds. During the 98th 
Congress, 16 pieces of legislation were introduced — nine m the House and seven in the 
Senate. 

More than seven years hove passed smce the 1978 Amendments to the ADEA. The 
Labor Department itudy mandated by those amendments was published in 1982, arxj 
supported the camplete elimination of mandatory retire, nent. noting that this occurrence 
would result in a further mcr^^se m the labor force of approximately 200,000 elderly 
persons by the year 2000. While that might hove seemed of marginal importance m the 
overall labor force, the study noted, the change would be of immeasurable benefit to 
those thousands of em.'^loyees who wont to remain emploved. With that study, which 
stated that roismg the permissible mai>datary retirement age of 70 hod no significant 
oegottve impact and thiot elirf .rmc retirement would likewise cause no major problems. 
The way appeared cleared for Congress to remove the most visible symbol of age 
discrimination in the workptoce 

STATES THAT HAVE ELIMINATED MANDa^TORY RETIREMENT 

To dote, thirteen States hove enocted statutes Specifically banning mandatory 
reti e nent for public and private sector employees (with exceptions). These Stotes ore: 
ColiforniG, Florida, Georgia, Hawaii, Iowa, Maine, .Viussuchusetts, Montana, New 
Hompsnire, Npw Jpr«',>y, New York, Tennessee and Wisconsin. All but three of these 
States impose this jon on all employers. In addition, Alusko, Nevodo, f-Jew Mexico, North 
Carolina, North Dakoto and Vermont hove ooolished mondotory retirement contingent 
upon court interpretation of age discnnmation statutes. 

Nineteen other States hove age discnmmntion lows that protect employees' right to 
work until age 70. These ore Arkansas, Delaware, Idaho, Illinois, Indiana, Kansas, 
Kentucky, Louisiana, Nebraska, Ohio, Oregon, Pennsylvania, Rhode Island, South 
Carolina. South Dakota, Texas, Utah, Washington, and West Virginia. However, 10 of 
those tiQve o lower mandatory retire, nent age for public sector employees. 

Five other States thut hove a mandatory retirement policy for public employees 
ho/e on uncapped oge discrimination protection statute for the private sector. They are 
Arizona, Colorado, Connecticut, Maryland and Michi on. 
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NOTABLE EXCEPTIONS: 

'Lower for cerlan public safety personnel (nref ighters, police aid other law enforccrrent personnt-l. 
ijProtects State emplayees only to oge 65. 
^Has a variety af exceptions. 

^70 IS the eorliest compulsory retirement age that can be set. 
No general maryjatoiy retirement, but has for specific classes of workers. 

•Denotes lowe' age for certain public safety personnel. 
*• Mjnicipal.ties may set a marxjatory retirement age. 
• ••f^ voi lety of agts, depending on municipality size. 

The State Supreme Court hos interpreted oge discrimination statutes to \. oh^bit mandatary 
retire'^ .nt, 

•••••In some States, the courts could decide tlxit State age discriminotion statutes prohibit mandatory 
retirement 
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rJUMBLR OF W0HKLK5 AFFECTLO BY MMNDATOf^Y KLflRLMCNT 

Labor Deportmenl data lodfcate that 51 percent of workers ago ^0 ta 69 face a 
retirement age, usuo'l, ?0. Thus, mare thon 20 millian wa-kers cauld be farced ta retire 
simply because af Iheir age. Mas* af these workers, however, will leuve the labor force 
before the/ reoch the moridoJory retirement age, which means that many fewer workers 
ore directly affected by sixrh pohcies. If mondotory retirement were obolished, 
occording to the most recenf Lobor Department stotistics ovoiloble, on estirnotcd 
195,100 more older men (no estimates were mode of the number of women) would be in 
the labor force in the yeors 2000 tlKin if mondotory retirement policies reinoirKrd os they 
ore tcxJoy. 

Mandatory retirement policies ore implemented ot the whim of employers orxJ tend 
to be most prevolent among larger firms. A 1981 study of 1,600 firms by Portlond Stote 
University found that only 7 percent of small firms (20-'t9 employees) hod o mondotory 
retirement age, compared to 60 percent of large firms (500 or more employees). 

A \9Sk survey of 363 companies by The Conference Board, on economic orxJ 
monogement research organization, confirmed this finding. According to the results of 
that study, although mar>datary retirement hos be^n resc rxJed entirely in mony lorge 
companies, it is still more prevalent among the lorgest firms (those with 25,000 or more 
employees), where 79 percent of the companies hod mondotory retirement. 

The Conference Coord report reveoled thot three-fifths of componies surveyed 
hove mondotory retirement ot oge 70, but thot 'tO percent of these resporxJents irxiicoted 
thot there were exceptions to this policy. The exceptions fell moinly into two 
cotegones: (I) employees who live in stotes thot hove ehminoted morxJotory retirement 
entirely; ond (2) mondotory retirement wos ot oge 6*!! for those high-level executives with 
lifetime pensions of ot leost $'tft,000 oinuolly. (The 1978 Amendments to the Age 
Discriminotion in Employment Act permit mondotory retirement ot oge 65 for that 
classification of employees.) 

Interestingly, while the survey revealed tliot the vast majority of corporotions 
respondmg continue to encourage early retirement, the decline in lobor-forco 
participation rotes of people aged 60 or more hos slowed considerobly in recent years. 
This change comes after o dramatic quorter-of-o-century decline in such participotion. 

The presence of o mandatory retirement policy contributes irwrectly to eorlier 
retirement even before oge 70. The Labor Department found thot workers with no 
mandatory retirement oge planned to retire on overoge ot oge o**, compored to oge 6^ for 
those with o morxiotory retirement oge. Thus, the presence of o mandatory retirement 
policy may provide o signal older workers that they should shorten their worklives. 
Another explanation for the early retirement tendency among workers facing i-nar>dotary 
retirement is thot larger firms ore more likely to hove both mandatory retirement or>d 
better pension plans witli lucrative eorl' Mirement inducements. 

Relotlvely few older workers ore actually mandatorily retired because fmonciol 
mducements, poor heulth or societal expectations cause most workers to retire early, 
thoT is» before oge 65. For example, 70 percent of oil new Social Security beneficiaries 
leave the labor force orxi begin collecting their benefits before oge 65. Additionally, the 
Labor Department study on mandatory retirement fourni that or'y 6 percent of older 
workers had co-workers who hod retired ofter oge 65. 

PUBLIC ATTITUDES ABOUT MANDATORY RETIREMENT 

According to o 1981 Horns poll, nine out of 10 Amerlcons ogreed thot 'nobody 
should be forced to ret ' becouse of oge, if he/she wonts to continue working ond is still 
oble to do o good jot A check of the literoture by the Subcammiitee reveols that 
sentiment ogoinst mondatory retirement re Tioms stro-^gond it is not limited only to older 
people. Amen-tons of o'' oges ore equolly likely to oppose such discr immotory policies. 

On February 10, 1985, renowned economist John Kenneth Golbroith oddressed the 
jss ie of morxiotory retirement m on article entitled, "When Work Isn't Work," m Parade 
mogozme. In his piece, Mr. Golbroith mode severol importont points: 

(1) There is no fixed limit on the nur.iber of employoble men ond women m the 
econom y; 

(2) We should not accept the common orgument thot retirement is necessory to 
moke room for younger newcomers; 
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(3) rvlothing is more certotn than that the disobililics of ayt cotr.e with greot 
irttcjulority OS belwe^n different individuols, orKi Iht refore 

A set retirement oge is rcolly o woy of ovoiding difficult indjvduol judgments 
by imposing o harsh orbitrory rule on oil. 

Mr. Golbrnith olso looked ot different kinds of work: "reol work," or the "hord, tedious, 
physicolly or mentolly debilitoting thing;" ond "enjoyed work," or "thot kind of octivity 
one would willingly do wiltiout poy," ond "thot is meaningful ond personolly self- 
fulfilling." 

for oor reolly irrportont jobs including those of legislolors, judges, high-level if 
business executives, ond the President of the United Stotes, Colbroiih notes, we reject 
lf>e ideo of o fixed retirement. The some is true for ortists, scientists, other scholors, 
ond pohticions. Yet, those who perform "reol work" — picking fruits ond vegetobles, 
cleoning streets, stoffing o sweotshop, for exonnple - should be given the reword for reol 
work, which 's the opportunity to retir-* ot o relotively eorly oge, "olmost certoinly by f 
the lote 50s," Golbroith posited, 

'n response to Golbroith's orticle, Congressman Cloude Pepper, Choirmon of the 
Subcommittee on Heolth and Long-Term Core, the oddress of which wos listed ot its 
conclusion, wos deluged with rnoil. The neorly 1,000 letters from oil over the country 
reveoled o spectrum of experiences with retirement, ond mony letters from persons 
nowhere ncor retiren^ent oge, who merely wonted Jo shore their vtews. Most, however, 
*ere from older Americons who either hod olreody retired or were onticipoting 
retire nent in the neor future. 

The overwhelming mojonty of these letters fovored the eliminotion of mondotory 
retirement. The quototions below, reflections on the effects of reti-'-.nent upon the 
individuol, ore culled from thot moil: 

— "Workers should not be forced to retire becouse of oge, but thot eoch individual 
who hos the mentoi ond physicol copjcities ohould be ollowed to participote m 
the work force wi th honor ond dignity," wrot2 o student of sociol welfore ot 
New Orleans' boutliern University. 

— A young womon from Alexondno, Virginia, wrote, "I oin just out of lo*v school 
ond very for from thinking seriously obout retirement. But Professor 
Golbroith's orticle ts so disconcerting thot it prompted ne to write this, my 
first letter to o Congressmon, 1 thmk his ideos ore very sound ond deserve your 
Committee's immediote ond octive ottention." 

— One gentlemon wonted Congressmon Pepper to know, "The young moy be our 
greotest notionol resource, but the senior members of our society ore the 
foundotion. from their experiences comes (sic) reol wisdom." 

"I believe thot we should not hove o s'^t retirement oge. Mony of the older 
people in our country still hove so much they con give ond wont to give. We 
should welcome with open orms onyone who wonts to work for os long cs h/she 
con ond is oble," contributed o Greenville, South Corolin^ womon. 

A womon who is o psychiotrist in Jockson, Mississippi, wrote, "With o heolthy 
oging populotion, serious finonciol problems with sociol security ond Medicore 
reimbursement, it seems to me thot enforced retire.-rent is positively ridiculous, 
ond thot retirement should be bosed, os he (Golbroith) points out, on 
productivity ond the personol sotisfoctions ossocioted with work, os well os the 
likelihood of relotive productivity bosed ^ ^ these foctors os oging occurs." 

— A writer f ro.n Virginio had tSis enthusiostic Tiessoge: "On beholf of my year 
old mother ond myself, 1 wish to voice our opinions m response to Porode 
mogozine orticle on February 10, 1985. Pleose odd our votes to the offirmotive 
on Prof. Golbroith's recommendotions. Yes' Yes' Yes'" 

Even OS moil received by the Subcommittee showed strong opposition to the 
concept of mondotory retirement, it is olso true thot on ever-iocreosmg number of 
employers shore thot sentiment. 

In o 1^1 notionwide survey of employer ottitudes, 51% of employers ogreed thot 
"mondotory retirement should be obolisbed by the end of thij decade.*' Since thot time, 
employment ogencies thot deol specificolly wi»h the plocement of older v^orkers hove 
become more common, portly to oid the workers themselves but olso to meet o growing 
deinoiid for the experience ond skills of older workers. One such ogency. Operation Able 
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in Chicogo, states, "The groj^inj o: /onericu mvoni thot cmploy.rs who v^tsh to kt-tp tfitir 
business expanding will ha^re to employ older workers, l^vouse t|,ere will not he enough 
younger workers to go around. So »t is m the best interest of tht business coimnunity to 
btgn now to f.nd woys to utilize oldei workers. TfK-y cun be- voluoble partners m 
working toword your cornpony's objectives, from short-term cnsis mono-jement to lonq- 
terir strottgic plonniiig." 

More ond rDore employers ore taking r te of the experience, skills, reliobihty und 
flexibility thot older workers bring to o position, o. Ihc following examples illustrate: 

- A Lockheed Corporotion bronch office in Colifornia needed expertcnced workers 
1o fill selected job slots, but wos unoble to get the ones tiKjy needed due to on 
ocute lobor shortoge. They Surveyed U.QOO of their recent retirees ond found 
thot more thon 25% wonted to return to work. Alter mstituttno o crosh hirtng 
progrorD to utilize these voluoble workers, this comptny is now looking into 
rehiring retired engineers to olleviote o similar lobor shorlage. 

- Wove 111, o New York-bosed corporotiofi, grew weory of troming computer 
progrorDmers, rnly to hovo them occept o better job somewhere else. By 
troining older persons (the nrst troining doss hod on overoge oge of 6h), the 
compony now hos o reliobie pool of programmers with wide flexibility of 
workload orxi haurs. The progrom will soon be exncnded. 

- John Deere Compony considers its older workers such o voluable resource thot 
It permits them to work ^0-80% of the full-time work week, ond fo drow on o 
portion of their pension benefits to moke up the difference m soloiy. 

- The Trovelers Insuronce Compomes of Hoitford, C> 'novficut, creoted its own 
job bonk for ret red employees, listing the tempor.. - positions ovoilable with 
the compony. Employees con work olmosi holf-time with no loss in their 
retirement mcoine from the compony. 

Continental Bonk hired neorly iOO older persons to worl n o check processing 
centtr w.iere they previousl> hod been pl^jyued by o very high emplo)'ee 
tortiover rate in the 2ft-hour-o-doy work environirienl. Since tfien, supervisors m 
other divisions hove requestf^d the placement of older .vorKers .n their unts, 
becouse the seniors provide good role models ond trie/ huve stabilized the 
round-the-clock work force. 

Alrhough the above exomples point to soluttons to the proble. . of forced 
retirement, ond are o testimoniol to the volue of older workers, they should by no meons 
be seen as the only solution. As former U.S. Senotor Chorles H. Percy of lllionis 
obser-ed in 1982, there ore several ospects to permitting oil persons of oU ones to 
continue working ond feeling useful: 

Our goal is to insur.? thot ony person who wonts to work is not 
denied that opportunity becouse of his or her oge. To reocl. 
this gool we must odopt o comprehensive opprooch designed 
to promote opportunities for older woikers. Ending 
rr.andotory retire iient is the logico' ploce to b»/yin. It wil! 
sig^ol ottr intention to eliminate oil borners to the ful! 
participotion of older workers. Employment should ond mi'St 
be on option for "II oges. 
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THE IMPACT Of MANDATORY RETIREMENT ON THE INDIVID JAL 

Trons'tion ond loss, the two most devasloting t>pe of life adjust nents, ore 
curiously those for whicl> the Americon individuol receives the leust preporotion. Forced 
to rely suddenly on mner resources, the overoge person is not odequotely prepjred to 
successfully respond to forced chonges in his or her lifestyle. Mondotory retirement is 
the forced terminohon of on indiv.duol's role, ond represents the loss not only of thot 
role, but of respanses purpose, ond income. 

Although some workers look forword to retirement, the mojortty do not, especiolly 
those who -till ired o regulor income. For these people, mony with work histories of kO 
or 50 yeors, retirement is deemed one of the 8 most stressful life events. 

For those elderly who desire to wo k, unemployntent creotes serious problems. 
Older workers who lose their jobs stoy unemployed longer thoo younger wo'kers, suffer o 
greoter comings loss, ond ore more likely .o give up looking for another joL thori those in 
other oge groups. 
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Rfcent AmWican studies show that ttw lodividual Ln.'ncfits more froin octivity, both 
physicol and mental, ttion moctivity, and Uom useful work more tt.an empty leisure. A 
«;urvey performed several years ago established that work contributes to a sense of 
physicol and molenal well-being, giving workers a feeling of usefulness. 

Mandatory retiretient casts the United States very much. Desides btmy a drag on 
the ecof.orriy, removing from the workforce persor^s who could be contributing to their 
own economic support as well as to the U.S. Treasury and to Social Security funds, it 
wastes human potential. The quotations below are oyoin token from triQii received by the 
Subcamnnttee on Health and Long-Term Care .n response to a PoroJe magazine article 
by John Kenneth Galbroith, ;>ublished February 10, 1985. 

The economic Effects of Reti rement; 

— A senior citizen from Houston, Texas, wrote, "In my ^ose it is absolutely 
necessary that I continue to earn until aye 78. I began to earn my hving at 56 
and must continue to 78 to have enough money for the rest of my life 
expenses- It wouJd relieve me greatly if I could know that I didn't have to 
scrounge for work after forced retirement in 1986 from the University of Texas 
where I now work." 

— "I have no quarrel with those who wish to retire at 65, or even earlier if they so 
desire. However, I strongly feel those like myself should hove not only the leyol 
opportunity, but also some incentive to continue octive tir.plo/ment os lunn as 
we desire." The author is a o^-yeor-old man from Neenoh, Wisconsin. 

Th e Lniotion o! E ffects of Retire nent; 

— A man fro n Pata:> Verdes Estates, Colifo nn, told of tfie pleasure he derived 
from work. "1 am 69 years old and I have o yood job as on aerospace engineer 
which I enjoy. 1 bel.e/e I on malting a useful contribution to our society. I 
don't vkont to retire at 70." 

-- An 82-/ear-old woman v«.ho v^orks as a ioriol se. letory for two [Jew York City 
vomen writes, "Mr. Calbroith is right a ptrson should not stop vvarkmi^' us 
loig as God give him or her jo-nj health It does keep one young to hrjvo 
so net hi ncj to do ." 

_. A i4^-year-old man fron Lompoc, Cohfomia, relates the different roles ^ork 
pto/s in people's lives, and the value of a meaningful v(«c otion. "1 a ii u '4^ /e ir 
old Tonworker that hos suffered numerojs physical inji nes over the post 25 
v/^-^rs but 1 must endure 21 more years to qualify for my unton's pens'Of omcI 
~ial security. By contrast, an acquaintance of mine is on 80 yeor old engineer 
w'10 //as forced to leave hii job 15 years ago. Another company was waiting in 
tSe winm to lop his reservoir of exoenence and he is still vfy actively A-urkiny 
for theri. If he were forced to shut down his mmd evei5 ^ov^, much lebs a' 6S, it 
would be his deoth warrant." 

— Another Col, forma resiJent \\rites, "I think th^- yovf.rn -ent ^ uuld ( onsider this 
('he Galbroith art.cle) I m/self am 93 vears old and o n still v .r^t ig 2 days ot 
my troJe as slioe soles- icn, whicli storied 55 /eurs u>j.) o u still It.e it There 
should be no age hrmt in ♦his .natter." Then a personal 'nt ^soje tu Tungrcisman 
Pepper, "Do some*hing about it, Clattde*"" 

Jhe Physicol Effects of Retirement ; 

-- "Our (Tuna Q'\d bodv work tQ_^ether m niruculiMS \n o''i if ^ t tut a(f I'lt 
a-1iv'.U>>- af o K\ ^'.e Curtiil t'lc u!'!*.--," rent'- iS 'ti J c .tjr-ilii 'fn'sniK, 
AO non 

— One respondent contributed 0 short phrose potked with rnennmg " A'hen a non 
retires, he expires." 

.. A 3 1 -yeor-olc' Oreynn woman told the. trtOvin.; sfor- of !ier grunomotlier, ^^ ho 
was forced to retire ut age 65. 3y the aye of 75, s\\c tujd und^-rgone cxtc isivt 
treatment for a ten-year illness for which physicaris can f.nd no ph>sical 
rouse The gronddci.ghter observed, "This woniun, hod she not been cost uside 
from the stream of productivity into an unwor^ted life of leisure, would hovt had 
much to offer her world." 
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THC IMPACT or UInICAPPINC THL AIXA 

On older workers ; 

Uncopping the Age Discrifmr.Dtion n Employment Act (ADEA) would odd 
opproximotely 8^40,000 workers age 70 and over to the 28 mrllion workers (aged f»0-70) 
now covered by the Act. This would be a three percent increose in the nurnber of 
individuals protected ogoirst age diSLrirnmotion in employment. 

Of course, not all persons whom t»>e low would permit to enter or remain in the 
workforce would choose to do so. According to Labor Deportment statistics, eliminating 
• mandatory retirement would result in 195,100 more older tnen m the labor force by the 

end of the decade. Almost half (90,300) would be in the 68-70 age group. Thus, 
eliminating niondotory retirement has on effect on workers who liove not yet reoched tl>e 
compulsory retirement age, 

4 On the economy: 

lncrea< ng the labor force participation rates of older workers would hove a 
beneficial effect on the economy, Socrol Security ond government revenues. According 
to a 1985 study by Mercer-Weitinger, on octuariol firm, approximately $800 Tiillion is 
generated jn sovmys for every 50,000 older workers retained in the workforce. It 
folloA^s, then, that over $3 billion in revenue would be gained by the elimination of 
mandatory retirement. 

On business ; 

The Labor Deportirent's studies indicate thot business adopted quite ^ jsdy to the 
1978 AOEA amendments roising the permissible mandatory retirement age from 65 to 
70. These sane studies conclude that eliminating mandatory retireme-it altogether 
\^o■Jld have no greater nnpoct on people remaining m the workforce than raising the age 
to 70. //ore unportaitly, many e-nplo/crs believe costs ore lower for older workers. One 
1 i.rd of cider v^•JrKers in larger f 'ms hove employers who believe costs v^iil dev rease »f 
olvJcr v\ orders '•emuin on the job. 

' 'ISh ' ' iDy 'J.' Hi. ° youth: 

The LoSor Deportment found thjt tite rise in permissible mo idotory retire r ent ago 
to 70 resulted in only negligible effects on v^otnen, minorites and yooth, O'xl that 
c'^otishmg mcndatory retirement would hove a similarly minimal impact. According to 
the Labor Deportment, "The estnTioted additional number of comparable age-65 workers 
are potential compc. hon for less than one-quarter of one percent of all full-ti.ne 
workers ages 16-19, less than one-half of one percent of all full-time block workers ages 
16-5?; and around one-tenth of one percent of oH full-time female workers uges 16-59." 

On oppar t unities for prompt lon r 

Again, the Labor Deportment studies refute the idea that on increased number of 
older workers v^ould significantly delay promotions for younger workers. One study 
rej'orts thut a ten percent increase in the labor force participation rotes of men age 65+ 
(twice the projected impoct of eliinmoting mandatory retrre nent) wOLid delay, on 
a\'eroge, pro-notions at the highest ranks by only one-half year, while at the lower ranks 
individual promotions would be retarded by approximately five to ten weeks. These ore 
insignificant effects, especially when weighed against ^he harmful consequences of 
forced retirenent bnsed on age. 



S J ."/.AKY 

Under current law, mandatory retirement policies apply to more than half of 
America's older labor force. Public opinion is clearly opposed to such pohcies, 12 States 
hove already obol'shed mondotory retirement, a significant percento^c of prominent 
American coivantes hove no mandatory retire nent age, and there is g-o^ing bipartison 
support in Congress toenoct legislation ending age bios m the wo kploce. 

Manooior> retirement has been shown to hove devastating effects on mduiduols' 
..icntol and phySKol health, and spells severe economic Ions for inon> older people who 
c»innot afford retirenent. Abolishing mandatory retirement would increase the labor 
U rce by 1^5,100 by the >ear ^000, would add needed revenue to the U.S. Treusury a'>d to 
Social Security, \AOu!d not adversely affect business, and would creule no sig-nficont 
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'j'Jditianal hardship for ^'lungtr workers, womtn or inmorttics, 

f/.ony experts cor^s.oer tht removal af the upper aye liiTut of 70 from the ADCA the 
most effective way to abolish mandatary retirement. This action, which could be 
o<f o nplrshtd with posso.e af Congressman Clo'jdc Pepper's bill, H.R. f»l5f», would sta np 
out once ond for oil the fires of age discrirnmution. Such an action would offer a new 
kyc to older w^rl^c-rs w^K3 ore desperate to inamlum their ir.dcpcndcnce and dignity, 
evidence from rr^ony sources pomls to t^K? need ia act Swiftiy to eradicate the remaining 
vestiges of oge b.as in the workploce. Just cs r«ce and sex ore no mdicotors of 
cor.ptteuce or emplo/ability, so should aye never be used as a detcrrninont of one's 
wufth. 

Mr. Pepper. Now, we have found that it makes great economic 
sense to allow people to keep on working if they are ready, willing, 
and able to do so and disposed to do so. 

We found that from a study of the Department of Labor that 
195,000 people would probably be added to our workforce by the 
year 2000, saving over $3 million in increased revenue from their 
earnings. . , j r 

We found there is rather strong support m th3 public domain ot 
opinion. For example, Mr. Harris conducted a poll in 1981 in which 
he found that 9 out of 10 Americans opposed mandatory retirement 
on account of age. . t i v 

We also found that the distinguished economist, John Kenneth 
Galbraith, wrote an article on the subject in Parade magazine and 
our committee got 1,000 letters in response to that article in favor 
of the concept that was aired there that we should abandon the 
i-'ea of allowing mandatory retirement on account of age. 

In 1981 there there was a poll among employers— 51 percent of 
them said that they thought at least by the end of the decade we 
should have the abolition of this concept of mandatory retirement 
on account of age. . 

The argument generally used in favor of retaming the mandato- 
ry retirement policy on account of age is that we bar the benefit of 
promotion of younger workers. It is now known from studies that 
have been competently undertaken that as a matter of fact at the 
highest level, the delay would not be beyond half a year to younger 
workers, if you allow the older workers to keep on working. 

And among the lower workers, the delay would not be over 5 to 
10 weeks. 

So, there is no great harm to be done to younger workers. 

Now here is what I think we can do about mandatory retire- 
ment. I will just rea'^ three letters here that have been written to 
us. 

For example, a California resident wrote: "I myself am 88 years 
old and am still working 2 days at my trade as shoe salesman, 
which started 55 years ago and still like it. There should be no age 
limit in this matter. Do something about it, Claude." It was a letter 

to me. ^ . , J i.- 

Another letter, a 64-year-old Wisconsin man facing torced retire- 
ment wrote: "I have no quarrel with those who wish to retire at 65, 
or even earlier if they so desire. However, I strongly feel those like 
myself should have not only the legal opportunity, but also some 
incentive to continue active employment as long as we desire. 
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And yet another elderly woman wrote: "Our mind and body 
work together in miraculous ways and if we cut off the activities of 
one, we curtail the other." 

And one respondent stated: ''When a man retires, he expires." 

You would think that there never would have been such a doc- 
trine, at least admitted within the bounds of legality, to tell people 
that there is nothing wrong with them and no fault in their per- 
formance, that because they have reached an arbitrary age, be- 
cause the Lord has been good them and they have reached a credit- 
able old age, that they have to quit work. 

Some say the practice of mandatory retirement started with Bis- 
marck, who recognized in his social security system 65 as the criti- 
cal age, because they said that at that time people generally didn't 
live beyond 65. 

Today it is nothing to see people in the nineties. My subcommit- 
tee at one tune had a hearing, we had seven witnesses, each one of 
them was over 100. A lady of 100 was the youngest. A black man 
who had been a railroad locomotive fireman was 112, tho oldest. 
They all came and testified before our committee. Afterwa -d they 
went over to the dining room and had a pleasant lunch vith me. 
bome of them shared my practice of having a jflass of *vine. We 
told stones and had a delightful conversation. When tlx- lunch was 
ovCT, they went back home. All of them were over 100. 

We have had before our subcommittee a number of occasions wit- 
nesses approximating 100, 98, or 95 of age. 

Now we are talking about a serious matter. I believe that the^ e 
IS going to be sort of a renaissance among the retired people of this 
country mto a new period of activity and contribution. 

If I may say so, Mr. Chairman, I was in New York not long ago 
attending a meeting, international in character in respect to the el- 
derly. Afterward, they gave us a lovely dinner at one of the hotels. 
I sat by a banker. A New York banker. We had a very pleasant 
visit. 

Two weeks after that, the banker called my office and said he 
would like to come down and see me. We an-anged the appoint- 
ment. He came down and I said, "Well, I am delighted to see you 
again. I eryoyed pur little visit at the dinner, is there an>thing I 
can do for you. Well," he said, I remember our conversation very 
well. You may be surprised at why I am here." He said, "I am 
gomg to retire from my bank, I wanted to get your opinion as to 
what I should do with the rest of my life." 

Two weeks later at a dinner in Miami, I met another gentleman 
and I happened to tell that story. He said, "I am almost in the 
same situation, I have just retired as vice president of Chrysler 
Motor Co., I too am beginning to look around. How am I eoimr to 
spend the rest of my life?" s 

Those people who are out there retired were not long ago run- 
ning Amenca. Think of what competence, what knowledge, what 
experience they have had. Think of the dreams that they have 
made come true. 

I don't think thev are to be cast off and not allowed an opportu- 
nity to keep on making such contribution as they want. 

If they want to switch from one occupation to another, they 
should have the training that would enable them to do so. If they 
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want to upgrade their skills, they should have the training neces- 
sary to do that. 

What we are talking about is a human right to make a living. 
We don't allow anybody to be denied the right to make a living be- 
cause of sex, as we used to. We don't allow anybody to be denied 
the right to make a living because of race, as we used to. 

We have now seen the irrelevance of those two characteristics to 
the employability of an individual. And yet we have carried on 
somethmg of this myth. 

I have the good fortune today to be sharing this hearing with the 
very distinguished chairman of the Subcommittee on Employment 
Opportunities of the Education and Labor Committee on the Mouse 
of Kepresentatives. In turn, he serves under a very distinguished 
chairman, the Honorable Gus Hawkins. 

That was the conmiittee which, in 1978, carried forward the leg- 
islation that has made the improvements in this program which I 
referred to a few moments ago, and I just want to express publicly 
to the Honorable Matthew Martinez, chairman of this subconunit- 
tee, my cochairman here today, my gratitude for his effort in help- 
ing us move forward. 

We are deadly serious about this compelling need. Somebody has 
got to look after people. Or, wouldn't it be better to let people look 
after themselves? And if they wish to do so and are ready, willing, 
and able to do so, let people keep on working at whatever they are 
experienced to do. 

So, I am delighted to have here as my cochairman, the Honora- 
ble Matthew Martinez, and we most grateful to you, Mr. Marti- 
nez, for the fine leadership you have given in this cause here 
before us. 

Mr. Martinez. Thank you very much, Mr. Pepper. 

Of course, as the chairman has explained already, we are holdii^ 
a joint meeting here of his subcommittee and mine to look at this 
overall issue of mandatory retirement, the ceilings under which the 
Age Discrimination in Employment Act is administered by the 
Equal Employment Opportunity Commission. 

As I sat here listening to Mr. Pepper, a lot of things comured up 
in my mind. And one particular thing that he stirred in my 
memory was an incident that happened to me some time ago when 
I was president of the rotary club m Monterey Park. 

We had two gentiemen, and although I never really thought 
about their age, they were beyond mandatory retirement age. I 
guess the reason I never thought about it was because they were as 
active as anyone else in the club. 

On this one particular occasion, we were painting a br '^ding 
which we were converting to a senior citizens center. As we were 
painting, the old building with its adjacent shuffleboard part in full 
view of where we were working. Barney Harris and Houston were 
painting along the building and they got to talking about the 
people that were playing shuffleboard, and Barney Barris said to 
Houston, he said, ^'Houston, how old do you think that one gentle- 
man would be with the shiiftleboard shover, whatever it is called, 
in his hand?" And Houston said, "Oh, I imagine he is around 62, 
63." 

21 



17 

And one of the other people that was working that happened to 
know that gentleman said, "No, he is only 60." And he said "Well 
how about that other gentleman that is playing there with him,"' 
and he said. Oh, he is 71. 

And with that, Houston turned to Barney and he says, "You 
know, both of us are quite a bit older than either one of them, why 
are^we here working and they are over there playing shuffle- 

And I guess the message is, the men over there felt t^xty wanted 
to retire and could retire; Houston and Barney decided they 
wanted to work and were engaged in their own businesses. Of 
course, they are not going to be forced to retire because they reach 
70, but as active as they are and were— and both of them stUl are 
very active-1 imagine that there are a lot of people in private in- 
dustry that are forced out by mandatory retirement when they do 
not want to be. 

. And I guess the law that Mr. Pepper is putting forth in his bUl is 
simply saying that a person can't be forced to retire when he still 
wants to work. But, of course, there are going to be those that want 
to retire and wUl retire at a certain age. And that is simply all, I 
think, that Mr. Pepper is tiying to do. 

WhUe a person feels he is sUU useful and productive, he should 
be allowed to work. 

Just yesterday in my offica 1 was visited by a gentleman from a 
beer distributmg company in my district and 1 was thinking about 

„ *^' **v.^^'j*** way how old are you?" 

He said, "73, why?" 1 said, "Well, don't you feel like retiring?" "I 
eiyoy gomg to work," he said, "1 get my vacations and time when I 
can eiyoy myself and the weekends when 1 do the things 1 want to 
do. But every day of the week, 1 would die if I didn't have a job to 
go to because 1 eiyoy working and that would be whether 1 was 
working for somebody or in business for myself." 
So, 1 guess that tells a story, too. 

Studies have shown that nothing is going to be hurt by the fact 
that you allow people to work untU they feel they can't work any 
longer, but they choose to retire on their own volition. 

Many opponents of this bUl wili profess and debate that this is 
going to hurt the younger workforce, and 1 don't believe that. 1 
thmk other studies have shown quite the opposite results. 

But 1 think that it is something that has to be debated before we 
can encourage enough people to vote for the bUl, and that is the 
purpose of this meeting, especially to hear from those people who 
have personal experiences with this particular situation. 

1 notice one of the people testifying here speaks about his age in 
the begmning of his testimony, and 1 think that in itself is testimo- 
ny. 

^L^^ ^1 proceed now, if it is all right with you, Mr. Pepper, to 
the first panel, and the first witness on that panel. Dr. Arthur 
r lemming. 

Dr. Remming, would you please give us your testimony? 
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STATEMENTS OF DR. ARTHUR FLEMMING, CHAIRMAN, CITIZENS 
COALITION FOR CIVIL RIGHTS. FORMER SECRETARY OF 
HEALTH, EDUCATION AND WELFARE, T. FRANKLIN WILLIAMS, 
M.D., DIRECTOR, NATIONAL INSTITUTE ON AGING, NATIONAL 
INSTITUTES OF HEALTH; EUGENE SILBERMANN, M.D., NEW 
YORK CITY; JOSEPH QUINN, PH.D., PROFESSOR, DEPARTMENT 
OF ECONOMICS, BOSTON COLLEGE; AND ERLING JOHNSON, 
FORMER MINNESOTA COMMISSIONER ON EDUCATION, REPRE 
SENTING THE AMERICAN ASSOCIATION OF RETIRED PERSONS 

Dr. FLEBOiaNG. Thank you very much. Congressman Martinez 
and Congressman Pepper. I appreciate very, very much the oppor- 
tunity of appearing before both of you in support of H.R. 4154. 

As Congressman Pepper knows, I have been supportive of the ob- 
jective of H.R. 4154 over a considerable period of time. 

My first contact with this issue was back in 1939 when I was 
serving as a member of the U.S. Civil Service Commission. 

In those days, when a career employee in the Federal Govern- 
ment desired to work beyond the age of 70, it was necessary for 
him to submit a request to the President through the Civil Service 
Commission. And the Civil Service Commission would have to con- 
sider the request and decide whether to recommend to the Presi- 
dent an extension of his period of service. 

As I had the opportunity of considering those requests along with 
my two colleagues, I reached the conclusion that the policy that 
was being followed just didn't make any sense. 

Some years later, when I reached the age of 70, 1 was serving as 
U.S. Commissioner on Aging, and my services would have been ter- 
minated if the President of the United States had not been wiUiiig 
to extend my services for 1 year. They wouldn't go any longer than 
that, you know, at that particular time. 

So, my services were extended for 1 year, and then when that 
year expired, why, my period of service was extended for still an- 
other year. 

As a result of the leadership of Congressman Pepper and Con- 
gressman Martinez and others, that situation has been ^orrocted, 
as Congressman Pepper has pointed out in his opening remarks, as 
far as Sie Federal service is concerned. 

Federal employees are not confronted with a wompulsory retire- 
ment policy by reason of age. 

As I served as U.S. Commissioner on Aging over a penod of 5 
years, I had the opportunity of meeting with a good many older 
persons throughout the coimtry. I had the opportunity of listening 
to them, and I felt that I did identify certam messages that older 
persons were trying to convey to our Government. And suddenly, 
one of those messages was, we want to continue to be involved, we 
don't want to be put off the job. And time and again, as they con- 
veyed that message, they would indicate very clearlv that they rec- 
ognized that nomnvolvement on their part would lead to a rapid 
mental, physical, spiritual deterioration. 

They also felt that they were in a position to render a rather 
unique service to our Nation based on their years of training and 
their years of experience. 
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Conaftiuently, as I listened to them, I became more convinced 
than ever that as a nation we should get rid of this poUcy of man- 

r^'y.'^^™®?* 0° baaifi of age without regard to the merits 
01 the mdividual case. 

n„l^!"!!®**fL*^* P°H^ ^ conflict with 

our concept of the dignity and worth of each individi'al 

I iigree with you, Congressman Pepper, that it is an act of dis- 
crumnation. 

1^1}^ talk about sexism, and I have devoted 

a good deal of my hfe to dealiug with those "isms." But there is 
such a thing as ageism, discrir ination which is based on the fact 
that a person has reached a particular age. And certainly we 
should ehnunate, as far as our Nation is concerned, we should 
eliminate m the mterest of the individual so as to give the individ- 
ual the opportunity, if he so desires, to continue to contribute to 
the life of our Nation. 

We should eliminate it in the best interest of our Nation so that 
our nation wiU receive the benefits of the contribution that the in- 
dividual IS making. 

I appredate very, very much the report that your staff has pre- 
pared on this issue. I have had the opportunity of reading that 
report. It is an excellent summary of the situation. 

I was TOiy much interested in the comments in the report on the 
toS Sde '^t® 0° t^ subject and the reaction 

i^id I was particularly interested in the point that he made in 
that article that nothing is more certain than that the disabilities 
01 age come with great irr^arity as between different individ- 
u^, and therefore a set retirement age is really a way of avoiding 
difficult mdividual judgments by imposing a harsh, arbitrary rule 
on all. 

I time and again have said that I felt that a poUcy that requires 
retirement at a given age wiJiout regard to the merits of the indi- 
^^y,f ^ Venon'B device for dealing with what 
sometunes is a difficult personnel situation. 

But those difficult personnel situations should be dealt with on 
an mdividual basis, on the merits of each individual case. And this 
policy is a pohcy that substitutes for individual consideration of 
these cases an arbitrary and capricious rule, and we should and 
must get nd of it. 

You commented on some of the objections that are raised from 
tune to tune to ehmmation of this policy, particiilarlv its effect on 
the employment of women, minorities and youth. I have ran into 
that ume and again as I engage in discussions on this issue. 

And m your report you point out the fact that the Ubor Departr 
ment s study found that the rise of the permissible mandatoryre- 
tuement a^ to 70, for example, resulted in only negligible effects on 
women, mmonties and youths, and that aboIish^^anffiS^S 
tirement would have a similarly minitnnl impact. 

According to the Ubor Department report, the estimated addi- 
tional number of comparable age 65 workers are potential competi- 
tion for less than onwiuarter of 1 percent of all full-time workers 
age 16 to 19; less than one-half of 1 percent of all full-time black 
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workers fl^es 16 to 59; and around one-tenth of 1 percent of all full- 
time femsJe workers age 16 to 59. , . , 

They also dealt with the question of what impact a policy like 
this has on opportunities for promotion. And again, the Labor De- 
partment study refuted the idea that an increased number of older 
workers would significantly delay promotions for younger workers. 

One study reports that a 10-percent increase in the labor force 
participation of men age 65 and above would delay, on an average, 
promotions of the highest ranks, as you pointed out earlier, by only 
one-half year, while at the lower ranks, individual promotions 
would be retarded by approximately 5 to 10 weeks. 

These are insignificant effects, especially when weighed against 
the harmful consequences of forced retirement based on age, some- 
thing that there isn't any question at all in my judgment but that 
the elimination of this policy will have a positive effect as far as 
the older persons are concerned and that that in turn will have a 
positive effect on the life of our nation. 

And I hope that at long last we can get rid of that cap, eliminate 
it completely, and get rid of compulsory retirement. It is an un- 
sound policy looked at from any point of view. 

Mr. Pepper. Fine, Doctor. 

Mr. Martinez. Thank you very much. Dr. Flemming. 

We will next hear from Dr. Williams. 

Dr. Williams. Thank you, Mr. Martinez and Mr. Pepper. 

I am Dr. T. Franklin Williams, Director of the National Institute 
on Aging of the National Institutes of Health. 

I thank you for the opportunity to present information relating 
to mandatory retirement My remarks will address the medical and 
scientific evidence relative to this issue. 

I would like to submit my written testimony for the record, if I 
may, and supply some highlights now. 

Mr. Martinez. All of the written testimony supplied by the wit- 
nesses will be entered in the record in its entirety, and you may 
summarize. 

Dr. WiLUAMS. Thank you. 

Recent advances in medical technology and in scientific research 
on aging provide us with considerably more knowledge and under- 
standing about health and effective functioning in later years, into 
the seventies and eighties, than we had even a few years ago. 

Such new research demonstrates that, in the absence of disease 
conditions, functioning in the various organ systems can be main- 
tained at high levels into these later years. Let me cite just a few 
' examples. 

First, in terms of the function of the heart, our scientists at our 
Gerontology Research Center in Baltimore have re-evaluated heart 
function in healthy volunteers enrolled in the Baltimore longitudi- 
nal study of aging, which has been in progress now for 28 years. 

In this reevaluation, they have used stress tolerance tests to look 
for evidence of coronary heart disease, using both the electrocardio- 
gram and the new technology of thallium scans, which can show 
changes in the heart muscle that might indicate even subtle 
damage. . 

In their study of these healthy volunteers spanning the ages 
from their twenties up into their eighties, our scientists have found 
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that about half of them in the seventies and eighties have some 
evidence of coronary artery disease. 

However, in the remaining 50 percent without such diseaf 3, they 
found that the heart output achieved on the exercis tolerance test 
was in exactly the same range as in the younger subjects from the 
age on up. 

That is, m the absence of any evidence of coronary artery dis- 
ease, there was no evidence for any decline with age in heart func- 
tion^ either at rest or during the standard exercise tolerance test. 

rhey have also found that this type of approach provides predic- 
tive inf„/mation about the future likelihood of any episodes of 
acute heart disease. «» 

I have includ^ a table in my written testimony which shows 
tftetf results, including people iii their seventies who were normal 
on thrae tests and who had a very low incidence of heart attack 
over the next 4 vears, a far lower mcidence, about 2 percent, than 
would be true of men m the working years of their forties who are 
unfortunate enough to have high blood n-essure and smoke. Those 
men would have a far greater likelihc of a heart attack in the 
next 4 years than this group in their seventies and eighties. 

These results show that in many people in their seventies and 
eighties cardiac function is and will be maintained in the same 
rtmge as m younger people. 

A second essential organ for maintenance of health and mental 
functioning is, of course, the brain. 

In contrast to earlier cross sectional studies of performance on 
mteUigence tests, recent studies of a longitudinal nature-the ear- 
lier studiM showsd some decline with age, but the recent studies of 
u nature, in which subjects are their own control, 

showed that m nearly 80 percent of the subjects there was little or 
no decline, at least out as far as age 80, and that is as far as these 
particular tests were carried. 

Furthermore, in measuring brain function in our Laboratory of 
Neuroeciences m Bethesda, using the positron emission tomogra- 
phy scan, or PET scan, measuring brain metabolism, we find that 
bram metabolism u well maintained without changes again out 
into the eighties m healthy older people. 

Another example of organ function relates to the kidney A 
recent summary of the Jongitudinal studies on kidney function in 
our healthy volunteers in Baltimore show that there is no deline in 
kidney function with age in about 35 percent of the subjects. In the 
other 55 percent there is a variable amount of decline. But the im- 

Eatant pomt here is that many individuals maintain effective 
dney function mto very late years. 

In thie case, as in aU of the others, it is essential to consider the 
health stetiw of each individual rather than to make arbitrary as- 
sumptions about chai^fes with age alone. 

Not only may function be weU maintained into late years, but it 
can also unprove with the use of exercise. 

Recent studies in St. Louis in men and women in their sixties to 
nineties, who were previously sedentary and undertook a regular 
fitness regimen, showed the same kinJ of improvement in function 
and m various measures of body health as is true in younger 
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I don't want to leave the impression that there are no changes 
with aging oi that we begin to know all that we would like to know 
or ought to know in this field. We do know that there are changes 
in the connective tissue with aging, and we know that the re- 
sponses of organs to hormones change. But these are quite van- 
able. Again, each individual is somewhat different from another 

^We'are jiist beginning to learn about the role of genes in the in- 
fluence on aging, a very important area of research. 

We also have to keep in mind that many older people acquire 
chronic diseases th-^t limit their functional capacities. For example, 
over the age of 65, approximately 45 percent of people report some 
degree of arthritis. And there are other important conditions like 
decline in vision and hearing in a nrmber of people. 

But these conditions aU begin and are often present well before 
the age of 65 or 70, and they need to be taken into consideration m 
determining the functional capacity of each individual, m relation 
to whatever job or role in life is being v nsiaered by or for that m- 
dividual, rather than an arbitrary age. 

In summary, recent research confirms what has been concluded 
from earlier studies, namely, that there is no convmcmg medical 
evidence to support a specific age for mandatory retirement. 
Rather, each person, each situation should be considered on its owi 
merite. 

Thank you. 

Mr. Martinez. Thank you. Dr. Williams. , 

[The prepared statement of Dr. T. Franklin WUliams loUowsrJ 
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i^AMD STATKBtKNT or T. FraNKUN WilUAMS. M.D.. DHUCCTOR, NATIONAL InOTI- 

SoviOT Health Skrvice. Department or Health and Human 

Mr. Chairman and Nanbers of tha Co«aittaa, I an Dr. t. Franklin 
WilliaM, Dira tor of tha National institute on Aging (NIA) . I 
thank you for tha opportunity to praaent information relating to 

rsr. 'story ratirenent. My .cirar}:,c v.: l ,rcrc : irfcration 
concerning tha aedical and aciantific evider e relevant to this 
issue. 



Recent advances in medical technology and in scientific research on 
aging provide us with considerably mo a knowledge and understanding 
about health and effective functioning in later years into the 

OS and 80s — than we had even a few years ago. such new research 
demonstrates that, in tha absence of disease conditions, 
functioning in tha various organ systems can ba maintained at high 
levals into these later years. Let me cite selected specific 
evidence. 

First, in terms of the function of the heart. Dr. Edward Lakatta 
and his colleagues at the Gerontology Research center of the NIA 
and at Johns Hopkins Hospital have reevaluated cardiac function in 
healthy volunteers enrolled in the Baltimore Longitudinal study of 
Aging f'jLS .) , which has now been in progress 28 years, in this 
reevaluation they have used stress tolerance tests to look for 
evidence for coronary heart disease (ulmilar to tests used 
regularly by cardiologists) ; in addition to monitoring 
electrocardiographic changes, they have also obtained thallium 
scans during the exercise tolerance test. These s- ana are a new 
medical technology in which a small amount of radioactive thallium 
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is adiDini8t«r«d to th« subject, who t*>*5n takes an exercise 
tolerance test. At the end of the tolerance tedt, a radionuclide 
scan of the subject's chest and heart is obtained. The scan shows 
the distribution of th<i trarcr amount of t^^lliu'- to the hear-:: 
muscle and has been denonstr ited to be a good indicator of the 
extent of blood flow to all parts of the heart under the stimulated 
conditions of the exercise tolerance test. Any areas on the scan 
which suggest poor uptake of thallium are considered to indicate 
areas where there is poor circulation to that part of the heart 
muscle, i.e., evidence for coronary aitery disease. 

In their study of healthy volunteers, spanning the ages from their 
20s up into their 80s, Dr. I«ikatta and his colleagues foun- -hat 
about 50 percent of the subjects in their 70s and 80s had some 
evidence for coronary artery disease, as indicated either by 
changes in the electrocardiogram or by areas of poor uptake of the 
thallium on the scans. In the remaining 50 percent, they found 
that the cardiac (heart) output achieved on the exercise tolerance 
test was in exactly the same range as in the younger subjects, from 
age 20 on up. That is, in the absence of evidence for coronary 
artery disease, there was no evidence for any decline with age in 
cardiac (heart) function, either at rest or during the standard 
exercise tolerance test. This research was reported in the highly 
reaarded cardiological journal. Circulation , in February 1984, and 
has also been discussed by Dr. Lakatta in a paper on '^Health, 
Disease and Cardiovascular Aging** in America's Aging: iD dn 
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QldfiX Sfidftiy, recently published by the National Academy of 
Sciences, m further follow-up studies, Dr. Lakatta and his 
colleagues have found that this type cf approach provides 
predictive information about the future likelihood of a-y erisc^es: 
of acute heart disease such as heart attacks (myocardial 
infarction) or angina. The following table summarizes their 
unpublished data on four-year follow-ups of subjects, separated 
into those who had neither electrocardiographic nor thallium scan 
abnormalities on the exercise tolerance test, those who had 
abnormalities in one or the other of these two tests, and those who 
had abnormalities on both. As can be seen, the likelihood of a 
coronary event in the next four years was very low among subjects 
(including those age 70 and older) who had no abnormality on the 
electrocardiogram or thalliua scan. The risk for such ^n event was 
12 times higher among those who had abnormalities in borh tests. 

„ ^ Number with 

Test Results Number coronary event Averaae 

! ^ 11 ♦ 12.9 65 

300 6 2.0 59** 

A«TUV!-^?^*°«**.?" * ^« BaltiBore Longitudinal Study of 

Aging of the National Institute on Aging. ^ 

**?0 o?Ser!^ double-negative tests, approximately ioo are aged 

These results need further confirmation in more extensive numbers 
of people and for longer periods of time. However, these early 
results indicate that not only present but future cardiac 
functional status can be determined and predicted, and that in many 
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people in their 708 and SOs cardiac function is and will be 
maintained in the sane range as in younger people. 

A secord essential organ for iraintenance of health a*^^ cental 
functioning is the brain. In earlier studies of performance on 
intelligence tests, using cross-sectional samples, the data 
suggested that there is an overall decline in mental functioning 
with age. However, in the now classical study by Dr. Warner Schaie 
and colleagues (the Seattle Longitudinal Study) reported in their 
book. Longitudinal Studies fiX Adult Psygholpqjgftl Dey^^pPPent . 
published in 1983, it was fo nd that when researchers followed the 
same subject over time and usea each person as his or her own 
control, in nearly 80 percent of the subjects there was little or 
no decline at loast as far as age 80 (the furthest these studies 
have extended) . There was a alight decline on average in 
performance of what i« called "fluid" intelligence, i.e., the 
ability to acquire and use new 'a\owledge; but on the average there 
was a continuing increase with age in performance of "crystallized" 
intelligence, i.e., the ability to use previously acquired 
information. It is important to note that, in these tests as in 
all others, there is considerable variation between individuals at 
all ages, with a trend toward more variation in older ages. This 
fact emphasizes the importance of considering each person as an 
individual in determining his or her capabilities for any role in 
life at any age. 
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Further evidence about preservation of brain function has been 
provided through the studies of Dr. Stanley Rapoport ind his 
colleagues in the Laboratory of Neurosciences of nIA in th:i warren 
G. Magnuson Clinical Center at the National Institutes of Health in 
Bethesda. They have used the new medical technology of positron 
emission tomography (PET) to measure glucose (sugar) metabolism in 
healthy adults of all ages. Glucose is the main source of energy 
for brain function, and its metabolism is a good measure of brain 
function. In these studies there is no evidence for any decline in 
brain .etabolism, again at least up into the 80s. Their work has 
been sunoarized, among other places, in an article by Creasey, h., 
Rapoport, S. I., "The Aging Brain," Annflifi q1 Hfi^Eoisgy, in 1985. 

Another example of new evidence relates to the kidney. A recent 
sumaary of longitudinal studies on kidney function in the healthy 
volunteers in the Baltimore Longitudinal study of Aging, again with 
the important inclusion of the subject as his own control pver 
time, indicates that there is no decline in kidney function with 
age in approximately 35 percent of the subjects. The remaining 65 
percent .how variable degrees of decline, it is not clear why some 
older people show declines in kidney function over time and others 
do not — there was no clear evidence for kidney diseaue in any of 
these subjects. But the important point in the current discussion 
is that individuals can maintain effective kidney function into 
very late years, it is essential to consider the health status of 
each individual rather than to make arbitrary assumptions about 
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changes with age alone. This work was published, by Dr. Lindeman 
and colleagues in the Journal qX ^ American geriatr^gg gPCi^tYi 
in May 1985. 

Not only may function be well maintained into late years, it can 
also improve with use or exercise. Recent studies by Dr. James 
Holloszy anr^ associates at the Washington University School of 
Medicine have shown that, in a group of generally healthy people 
aged 60 to 90, previously sedentary, who volunteered to enroll in a 
typical fitness program, improvement over the next year was very 
similar to the improvement found in younger people who enroll in 
such fitness programs. Their maximum aerobic capacity increased an 
average of 38 percent, and there was improvement in their blood 
lipoproteins, the fats in the blood which are related to heart 
disease, and also in their handling of glucose, which is manifested 
by a decline in any tendency toward diabetes. Thus, function may 
not only be maintainea but may likely be improvable in later years. 
This work is reported in a paper by Dr. D. R. Seals and others in 
the Journal Applied Physi9lPgY> in 1984. 

Finally, in studies of personality traits at the Baltimore 
Longitudinal Study of Aging, conductnd by Drs. Robert McCrae and 
Paul Costa, it has been found that personality characteristics are 
remarkably stable and unchanged over a given person's lifespan. 
This is presented in their book. Emerging Lives . Enduring 
DispositionC f published in 1984. 
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I do not want to l«av« the impression that there are no changes 
vith aging, or that we begin to know all that one would like to 
know in this field, sone organ syBteBS, such as the lungs, have 
not been as carefully reevaluated in longitudinal studies, using 
the latest medical technologies, as has bean done in the heart, for 
•xanple. in addition, we do know that with aging there are changes 
in the structure of connective tissues and in responses of organs 
to hormones, which at least up to the present we cannot attribute 
to disease. We are just beginning to learn about genetic changes 
with aging and the roles of genes in determining or favoring the 
development of diseases in later years, through the application of 
the remarkable new technologies of molecular genetioc. 

We also must keep in mind that many older people acquire chronic 
diseases which limit their functional capacities, over the age of 
65, approximately 45 percent of people report some degree of 
arthritis. I have already indicated that in the older subjects 
studied by Dr. Lakatta approximately half had some evidence of 
coronary artery disease on the stress tolerance test, and other 
conditions such as decline in vision and hearing, and the 
development of diabetes and hypertension, are common. These and 
other conditions can all also begin and be present well before the 
age of 65 or 70, and must obviously be taken into consideration in 
determining the functional capacity of any individual, in relation 
to whatever job or role in life is being considered by or for that 
indl/l(iual. 
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In •uamiary, recent research confirms what has been concluded from 
earlier studies, namely, that there is no convincing medical 
evidence to support a specific age for mandatory retirement in all 
cases. 



I will be pleased to answer any questions which the Committee may 
have. Thank you. 

Mr. Martinbz. At this time we will 

Mr. Pk>per. If it is not an impropriety for me to say so, and I 
knock on wood when I do it, I am 85 and I have never had any 
arthritis. Thank the Lord. 

Mr. Martinkz. Mr. Pepper, I was sitting here trying to figure out 
how old you were. I couldn't remember. 

Dr. Silbermann. . 

Dr. Silbermann. Congressman Pepper, CoMfressman Martmez, 
ladies and gentlemen, I hope a recounting of my personal story 
may help tMs committee, I sure hope so. 

Good morning. My name is Eugene Silbermann. I am going to 
read this because we elderly have a tendency to roam around. 

I am a practicing physician specializing in obstetrics and gynecol- 
ogy. I am 71 years old. 

It is unusual for me to mention my a^^e in introducing myself. I 
like to think that age is irrelevant, it 8ho\ ddn't matter what year one 
was bom, what matters is how well one t erforms one's work. 

Since 1948, 1 have been affiliated with the Obstetrics and Gyne- 
cology Department of the New York Medical College, where I am 
currently associate professor. 

The college has an affiliation agreement with the city of New 
York to supply medical personnel to Metropolitan Hospital Center. 
I have worked at this center since 1948. . 

Although I originally starved the hoepiial on a part-time basis, 
also mflm tftiniTig a private practice, since 1980 I have worked full 
time— that is, no private practice. I made that decision for a couple 
of reasons. I really ei\joy the work I do at the hospital, which in- 
cludes teaching medical students and residents. 

AlsOt I had every reason to believe that my future was secure 
and that I could work as long as I wanted and could expect to con- 
tinue earning a living. Until recently, I was on top of the world. 

The picture changed drastically last October. The State of New 
York recently enacted a law which would ban mandatory retire- 
ment for all State employees. This law, effective January 1, 1986, 
would make it impossible for anyone of my age to be retired on the 
baslB of age. Two months before that law was to go into effect, 28 of 
us on tiie medical school staff were notified that we would be man- 
datorily retired. . - ^ 

I was thunderstruck. It is hard to put into words how it feels to 
be told you are fished and tiiat you are no longer allowed to con- 
tribute, especially in th^nidst of functioning on a high level. What 
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really hurt waa the way the news was delivered. Never a word 
from the administration of the college, it just filtered down to me, 
finaJly being delivered by the chief of services at the hospital. 

The worst was findmg myself in an adversary position relation- 
ship with the college. After 38 years of compatibility, we were at 
loggerheads. They had lawyers, I had lawyers. They did a lot of 
subtle things to make me feel that I was the bad guy for wantine 
to continue work. 

There was an arrogance on the part of the college, an unwilling- 
n6»8 to yield an inch or to even eiscuss the matters. I was told 
things like, you have made a lot of money, you can stay on as a 
volunteer. Also, you can go ahead and reopen your private practice. 
Ubviously, neither suggestion was very realistic. 

Even more ur.believable was that we were finally served formal 
notice m the form of a Western Union telegram which arrived on 
the evening of December 30, 2 days before the new law was to go 
into effect. * 

They chose this time, I was told, in an attempt to make our legal 
positions untenable. Such slipperiness— that is the word— on top of 
all the mdignity we had already suffered. 

Only 2 of the 28 saw fit to fight this, and we expected our attor- 
ney to fight It as hard as he could in court. 

He got a temporary restraining order and I have been able to 
continue working because of this court injunction against the col- 
lege. The judge, m his pronouncement, said that volunteering my 
servicw was the equivalent of indentured servitude. He said that 
we had to be reinstated in the same jobs, same status, and same 
salary. And we are now waiting for a hearing on this case in court, 
i am hopeful thmgs will come out in our favor. 

I have received some encouraging signs of support. The chief of 
services who first broke the news to me about mandatory retire- 
ment sent a letter to the college saying that letting me go was the 
worst mistake they could make for his department. He is well ac- 
quainted with my work, we have served together for 9 years. This 
has meant a lot to me. 

Also, the 24 residents in my department at the hospital all 
signed a letter of support. 

I eiyoy medicine. I love teaching. I have all my faculties, hopeful- 
ly. I am up to date on practices of obstetrics and gynecology. I can 
still contribute to society. I can still put in a day's work 

I sometimes think of myself as a Don Quixote figure, tilting at 
windmills. But in truth, this is a very serious matter with princi- 
ples at stake. *^ 

Age is no indicator of competence, talent or commitmert. And I 
commend the subcommittees for their work on this issue I hope 
Congressman Pepper's bill will pass so that others will not have to 
endure what I have endured. 

Mr. Pepper. Excellent. 

Mr. Martinez. Thank you, Di-. Silbermann. 

[The prepared statement of Dr. Eugene Silbermann follows:] 
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Prepared Statement of Dr. Eugene Sii^ermann 



Good morning. My nome Is Eugene Sllbermonn. I om o proc! icing physicion speciolizing in 
obstetrics and gynecology, and I om 71 yeors old. 

It*$ unusual for me to mention my oge in introducing myself - Vm more the type to think thot 
oge is irrelevant — thot it shouldn't motter whot yeor you were born. Whot motters is how well you 
perform your work. 

Since 1948, I hove beei offilioted with the Obstetrics ond Gynecology Department of the Nev* 
York Medical College, where I om currently ossociote professor. The College cooperotes with the City 
of New York to supply medicol personnel to Metropoliton Hospitol Center, so I olso hove worked ot 
Metropolitan Hospitol Center since 1948. Althou^ I originolly served the hospitol on o part-time bosis 
(also mointolning o privote pioctice), I hove worked fulUtime there since 1980. I mode thot decision 
for o couple of reosons — I redly enjoy the work I do ot the hospitol, which includes teoching medicol 
students ond residents. Also, I hod every reoson to believe my future ot Metropoliton wos secure 
thot I could work os long os I wonted ond could expect to continue eorning o good living. Until 
recently, I was on top of the world. 

The picture changed drostlcolly lost C tober, though. The Stote of New York recently enacted 
a law which would ban mondotory retiremen. for dl Stote employees. This low, effective Jonuory I, 
198^, would make it impossible for onyooe of any oge to be retired on the bosis of age. Two months 
before thot law wos to go into effect, 28 of us on stofr were notified thot we would be mondotorily 



I wos thunderstruck. It*s hord to put into words how it feels to be tdd thot yw/re *inished, thot 
yw/re no longer diowed to contribute, thot your time is up. Whot redly hurt wos the woy the news 
wos delivered. I never heord o word from the Administrotion of the College. The news just filtered 
down to me, being delivered findly by the chief of services ot the hospitol. 

Suddenly I found myself in on odversory relotionship with the college. After 38 years of 
compatibility, we were ot loggerheods. They hod lowyers, I hod lowyers. They did o lot of subtle 
things to moke me feel like I wos the bod guy for wanting to continue working. There wos on 
orrcwmce on the port of the cdlege — on unwillingness to yield on inch, or to even discuss motters. I 
wos told things like, "Well, yoi/ve nrwie o lot of money. You con stoy on os o volunteer." Also, "Welt, 
you'll be dl ri<^t. Co ahead and reopen your private proctice." Obviously, the neither suggestion wos 
very reolistic. 

Even more unbelievoble, when the 28 of us were finally served with o formol written notice of 
all this, it orrived on the evening of December 30th two doys before the new low wos to go into 
effect. They chose this time in order to moke our legol positi o n untenoble. Such slipper mess, on top 
of dl the indignity we'd olreody suffered. 

Working against the clock on December 31, o .olleogue of mine ot the hospitol and I enlisted on 
attorney. We were determined to fi^t this decu'i'^ ond fi^t it hord, in court. I've been oble to 
continue working throu^ut this ordeal becouse of o court injunction ogoinst the College. I felt 
somewhat vindicoted when the judge, in his pronouncement, gove the Cdlege o good tongue- loshing. 
He sold that asking m » to work os o volunteer wos the equivolent of indentured servitude. No, he soid, 
we should be reinstoted in the some jobs, with the some stotus ond some solory. My cdleogue and I ore 
now wo! ting for o heoring on the cose. Judging by the tone the judge hos set to dote, I om hopeful 
things will come out in our favor. 

I hove received some encouroging signs of support. The hospitol chief of services, who first 
broke the news to me about my mondotory retirement, sent o letter to the Cdlege soying letting me 
go wos wos the worst mistake they could moke. He is well ocquointed with my work — we've served 
together for nine years — so this meont o lot to me. 

I enjoy medicine ond I love teoching. I know I hove oil my foculties — I con see ond heor ond I 
om up-to-dote on trends in obstetrics ond gynecology. I con still contribute to society. I con still put 
in o good do/s work. Residents ond medicol students under my tuteloge oppeor pleosed with my 
performonce. 

I sometimes think of myself os o Don Quixote figure, tilting ot windmills. But in truth, this is o 
very serious motter, with principles ot stoke. 

Age is no indicotor of competence, tolent, or commitment. I commend the Subcommittees for 
their work on this issue ond I hope Congressmen Pepper's bill will poss so thot others will not hove to 
endure whot I hove endured. 
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Mr. Martinez. Professor Quinn. 
Dr. Quinn. Thank you very much. 

My testimony is based not on personal experience, but on 'j years 
of economic research on the determinants of individual retirement, 
pohite ^ minutes to make four simple 

One, mandatory retirement is only one aspect of a much broader 
so«al policy that affects mdividual retirement decisions. 

I'wo, as such, mandatory retirement provisions have much less 
impact on behavior than they appear to have. 

Third, Social Security and many private pension plans are set up 
in such a way that they penalize and discourage work at a certain 
^d^er^orkere ^ imposing subtle but effective pay cuts on 

Fourth, Social Security and private pensions, which provide the 
carrot, and mandatory retirement, which provides the stick, tend to 
come hand m hand. Therefore, much of what looks like the effect 
of mandatory retirement is, in fact, the result of financial incen- 
to retire that often occur at the same time. 

Therefore, removing mandatory retirement laws, as this bill oro- 
poses, without changing the financial incentives that exist will 
have only a modeat impact on overall retirement patterns. 

1 really hate to admit that I can summarize 5 years of research 
m a simple analogy, b'lt I am afraid I can. 

Suppose I offer you the following agreement: For every hour you 
J^^r ^^fo^enoon I wUl pav you $10 an hour, for every hour 

you work for me after noon I will pay you $7 an hour. How would 
you respond.'^ 

1 J?^^?' T** ^^l! *° hard before noon and work 

less or not at all after noon. 

This is precisely the effect of Social Security and many privat- 

pension plans on compensation, except that the noon is age 65 or 

earlier. Ihey impose surreptitious pay cuts on older workers and 

retire " exactly the way you would expect. They tend to 

, ^° Social Security provides the 

^A-ft^ ^ income stream in the future. Since the income arrives 
in different years, the magnitude of this stream is best summarized 
by ite present discounted value, which is just the size of the asset 
pile of dough today that could provide the same income 
stream in the future. 

When an individual who is eligible for Social Security retirement 
.'f k!S decides to work another vear, there is good news and there 
is bad news with respect to Social Security 

The bad news is that the worker generally forgoes that year of 
Social Security benefits, say $6,000 a year 

Jv.'^l^^fK ^'^*i*nftft*l^'?^[^ Social Security annual benefits will 
ufoiL^ $6 000, both because the worker's annual monthly 

wage will be recalculated and because Social Security provides a 
SlcelnS^ ^ P^'-^^"^^ adjustment per year of 

An interesting question is. Which income stream is worth more 
one starting today at $6,000 per year if you retire, or one starting 
later, say in a year, but with higher annual benefits? 
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The answer, of course, depends on whether the increments in the 
future are sufficiently large to compensate for the loss in benefits 
today. 

Between the ages of 62 and 65, when the Social Security delayed 
retirement credit is about 7 percent per year of delay, the present 
discounted value of the increments in the future approximately 
equals the loss in benefits today. We say that this adjustment is ap- 
proximately actuarially fair. 

But at 65 there is a mayor change in the law. The delayed retire- 
ment credit drops from 7 to 3 percent per vear of delay, and it was 
only 1 percent prior to 1982. This is clearly insufficient compensa- 
tion for the loss in benefits today. 

Here is the main point. What this Jieans is that an employee 
who continues to work beyond 65 draws a paycheck, good, but loses 
Social Security wealth, bad. If the person earns $20,000 via the pay- 
check and the Social Security wealth loss is, let's say, $5,000, the 
true net compensation of this individual becomes $15,000— plus 20, 
minus 5— a pay cut of 25 percent. 

Employer pensions are much more difficult to study, because 
there are over 800,000 of them, each with its own rules and regula- 
tions. But the evidence suggests that many also contain implicit 
work disincentives, and ones that often go into effect before a^e 65. 

Pension we^th also decreases in many cases with continued 
work. They compound the Social Security effect and can contribute 
to large pay cuts. . 

Now, my research with Richard Burkhauser of Vandeibilt Uni- 
versity suggests that these work disincentives exist and in many 
cases impose large pay cuts on older workers, and that workers 
behave as though they understand these work disincentives and re- 
spond to them. 

In particular, our research showed that the higher the wealth 
loss of Social Security and pension accompanying an additional 
year of work, the more likely an individual is to retire. 

Now, what about mandatory retirement, which is the topic 
today? 

It certainly looks important. For example, Burkhauser and I fol- 
lowed a sample of employed men age 62 to 64 back in 1973. 

Of those who were not subject to mandatory retirement, nearly 
60 percent of them were still working 2 years later. 

Of those who did face mandatory retirement, only 17 percent 
were working. 

Sixty versus seventeen, this is a big difference and it suggests a 
very large potential mandatory retirement effect. 

But we don't believe that there is a large effect. Why not? The 
reason is that those facing mandatory retirement are also very 
likely to be eligible for Social Security and pension benefits, and 
along with these benefits come the work disincentives deRcribed 
above. 

It turns out that we could explain over half of the differen^^ in 
behavior mentioned above by factors having nothing to do with 
mandatory retirement, primarily these subtle pav cuts. 

Mandatory retirement rules and pension plans that penalize 
work beyond a certain age appear to be alternative routes to the 
same end. And we think that eliminating the stick, mandatory re- 
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tirement, without altering the carrot, the financial incentives, wUl 
only have a modest effect on aggregate retirement behavior. 

Now, there are two important differences between the situation 
westudied, with data from the mid-1970's, and the situation today. 
* X ^«o^?* ^ , ® ^^^^y discussed but I think extremely impor- 
tant 1983 wnendment to the Social Security Act wUl slowly raise 
this delayed retirement credit after 65 from 3 percent per year of 

VftftA^ , L^** 65 to 8 percent, in one-quarter point steps between 
1990 and 2010. 

This vriU diminish, if not eliminate, the Social Security work dis- 
mcentive between the ages of 65 and 70. This is a change that I 
ap^aud, and I hope Congress goes through with it. 

The second difference is that current legislation now permits 
mancUtory retirement only at age 70, not age 65. This is an impor- 
tant difference, because at age 70 the Social Security earnings test 
disappears. 

At 70, one can work and receive full Social Security retirement 
benefits simultaneously. This means that the Social Security work 
dismcentives tctaUy disappear at age 70. One-half of the carrot is 
gone, although the other half via employer pensions remains. 

.\n implication of this is that the argument that mandatory re- 
tirement IS overrated as a determinant of individual behavior, be- 
cause financial mcentives are doing the job, is a weaker argument 
at age 70 than at age 65. 

It is conceivable, I suppose, that in the future a lareer percent- 
age of the population will want to work to age 70 and beyond 
in this case, whether or not we have mandatory retirement at age 
70 may make a difference. But currently individuals have to face 
the work dismcentives from both Social Security and employer pen- 
sions between ages 65 and 70, and very few of them make it to age 
70 on the job. 

What do I think about the bill to eliminate mandatory retire- 
ment? 

^. ?",8r:^®T,^' I it is pood idea and a good bUl. But I don't 
think it virUl make much difference in the aggr^ate. 

Most workers will continue to retire long before age 70, as they 
do now, partly because their pension plans so strongly recommend 
It. But those who are fit and want to continue to work will be able 

rS? ^' ^ ^^^> is an improvement. 

Thank you very much. 

Mr. Martinez. Thank you. Dr. Quinn. 

[The prepared statement of Dr. Joseph F. Quinn follows:] 
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Preparso STATEMKhrr OF Dr. Joseph F. Quinn, Professor of Economics, Boston 

Ck)LLEGB 

I would like to use these few minutes to make several simple points: 

i) mat atory retirement is only one aspect of a much broader social 

policy that affects individual retirement decisions; 

ii) as such, mandatory retirement provisions are much less important 

than they appear; 

iii) Social Security and many private pension plans are set up in such a 

way that the> penalize and discourage work after a certain age; 

iv) they do so by imposing a subtle but effective pay cuts on o\6er 

workers; 

v) Social Security ar)d private pensions, which provkle thejsaml, and 

mandatory retirement, which provides thejstisls. tend to come hand 
in hand; 

vi) therefore, much of what k>ok$ like the effect of mandatory retirement 

provisions Is in fact the result of financial incentives to retire that 
often occur at the same time; 

vii) therefore, removing mandatory retirement laws without changing 

these financial incentives will have only a modest impact on 
overall retirement pattems. 

These conclusions are derived from a series of studies done by Richard 
V. Burkhauser, of Vandert>llt Univenslty, and me, under a grant to the Urt>an 
Institute from the Departn>ent of Labor. The data available at the time applied to 
the mkl-19708, when the most common mandatory retirement age was 65, soon 
to be changed to 70. The quantitative results are not directly applicable to the 
bill under consideration today, but the qualitative conclusions ^e. 
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I hate to admit that I can summarize 5 years of research in a simple 
analogy, but I can. Suppose I offered you the following agreement - for every 
hour you work for me before noon, I will pay you $10. and for every hour after 
noon. $7. How would you respond? Most people would tend to work hard 
before noon, and work less or not at all after noon. This is precisely the impact 
of Sodai Security and many private pensions plans on compensation, except 
that noon" Is age 65 - or earlier. They Impose surreptitious pay cuts on okJer 
workers, and the workers respond as you wouW expect. They tend to retire. 
How do these pay cuts occur? 

Social Security provides the right to an income stream in the future. 
Since the income arrives in different years, tht* magnitude of this stream is best 
summarized by its present discounted value - the size of the asset today that 
coukJ provide the same income stream in the future. When an individual 
eligible for Social Security retirement benefits decides to wori^ anoth^' vear, 
there is good news and bad news with respect to Social Security. Ine bad 
news is that the woriwr generally foregoes a year of Social Security benefits 
(say, $6000 per year). The good news is thatMuift annual benefits will be 
higher, both because the wori^er's annual monthly wage will be recalculated, 
and because Social Security provides a delayed retirement credit ■ a 
percentage adjustment per year of delay. An interesting question is which 
income stream is worth more - one starting today at $6000 per year, or one 
starting later (say, in 1 year), but with higher annual benefits. The answer 
depends on whether the increments in the future are sufficiently large to 
compensate for the loss of a year's benefits today. 

Between the ages of 62 and 65. when the delayed retirement credit is 
about 7% per year of delay, the present discounted value of the Increments 
approximately equals the toss in benefits today. We say that this adjustment is 
close to actuarially fair. But at age 65, the delayed retirement credit drops to 3% 
pf^'r year of delay (and was only 1% prior to 1982) - cleariy insuffident 
compensation. This means that an employee who continues to wori^ draws a 
paycheck - but toses Soda! Security wealth. If the paycl. ^ck equals $20,000 
and the wealth loss Is $5000. the true net compensation becomes $15,000 - a 
pay cut of 25%l 

Emptoyer pensions are more difficult to study, because there are over 
800.000 of them, each with its own rules and regulations. But the evidence 
suggests that they also tend to contain implicit wori^ disincentives - and ones 
that often go into effect before age 65. They compound the Soda! Security 
effect, and can contibute to large pay cuts. 
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Our research (copies of which I will leave with the Subcommittees) 
suggests that 

- these work disincentives exist, and in many cases impose large 
percentage pay cuts on older workers, and 

- workers behave as though they understand and respond to these work 
disincentives. 

In particular, the higher the wealth loss accompanying an additional year 
of work, the more likely an irHjividual is to retire. 

But what about mandatory retirement? It looks important. For example, 
Burkhauser and I followed a sample of employed men aged 62 - 64 iri 1973. Of 
those nol subject to mandatory retirement, nearly 60% were still working 2 years 
later Of those who did face mandatory, only 1 7% were still worki ng then. This 
is a big difference, and suggests a large potential marxtetory retirerment effect. 
But we do not believe there Is a large effect. Why not? Those facing mandatory 
retirement are also very likely to be eligible for Social Sacurity and pension 
benefits, and atong with these benefits come the work disincemives descnbed 
above It tums out that we couW explain over half of the diffenance in behavior 
mentioned above by factors having nothing to do with mandatory retirement - 
primarily the pay cuts. Mandatory retirement rules and pension plans that 
penalize work beyond a certain age appear to be alternative routes to the same 
end. We think that eliminating the^fiUdi without alt?-ng the SQiM will only have 
a modest impact on aggregate retirement bohavior. 

There are two important differences between the situation we studied 
and the situation today. The first is that a rarely discussed 1983 Amendment to 
the Social Security Act will slowly raise tl e delayed retirement credit from 3/o 
per year of delay atter age 65 to 8% - in 1/4 point steps between 1990 and 
2010. This will diminish if not eliminate the Social Security work dlsiiioentive 
between ages 65 and 70. This Is a change that I applaud, and I hope Congress 
goes through with it. The second it that current legislation now pemirts 
mandatory retirement at age 70, not at age 65. This Is an Important difference, 
because at age 70, the earnings test disappears - one can work aM receive 
full Social Security retirei.ient benefits. This means th^t the Social Security work 
disincentives totally disappear at age 70. One half ot (he carrot is gone, though 
the other half - via employer pensions - remains. 
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An implication of this is that the argument that mandatory retirement is 
overrated (because financial incentives are doing the job) Is weaker at aqe 70 
to l^"Sf o!^ 7n*'^ H"Ki*'* ^ '^'3^' percentage of the population will want 
S> '^^ '^y""'^' whether mandatory retirement is 

pemimed at age 70 or not may make a difference. But in the present, 
individuals have to face the wnrk disincentives from both Soaal Security and 
the^oT' Pensions between ages 65 and 70. and very few make it to age 70 on 

What do I think about the bill to ite mandatory retirement' In 
general, I think it is a good idea, but I . n think it will make much difference in 
the aggregate. Most workers will contin-o to retire tong before age 70. asthev 
do now. partly because their pension plans so strongly recommend it But 
those who are fit and want to continue to work will be able to do so. As alwavs 
there may be exceptions to this general rule. Every group considers itself ' 
unique in many important repects. and the university community is no 

filK"; ^^^ave a retirement plan (TIAA-CREF) that does not penalize late 
rertirernen . And I must admit that an actuarially fair pension plan, nb mandatory 
retiremenund the concept of tenure Is a combination that causes some 
ooncem. I speak only for myself on this (and I may change my tune in 30 years) 
but I suspect that you may hear similar sentiments th ough mora official ^* 
Channels. There is a good point being made. 

Arxl what about the private pension work disincentives that exist, and will 
com nue to exist, in most plans? They will remain imoortant. In fact If the 
pnvute pension provisions change In response to the elimination of' mandatory 
retirement, they may negate even the modest impact of the proposed 
legislation They will continue to influence retirement decisions - but by 
inducing them rather than mandating them. ShouW these private pension 
disincentives be outlawed? I think not. Unlike Social Security rulesTthese are 
voluntary proviaons mutually agreed upon by emptoyer and employee Under 
ceitain assumptions, they may work In the employee's beat interests by 
reducing job turnover and raising lifetime wages. But that is another topic. 

Thank you very much. 
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Mr. Martinez. Mr. Johnson. 

Mr. Johnson. Mr. Chairmen and members of the subcommittees, 
thank you for this opportunity to testify on behalf of the American 
Association of Retire Persons on the issue of eliminating mandato- 
ry retirement based on age, 

I am Erling Johnson and I am going to follow the example of J>. 
Silbermann and just tell you a little bit about my situation. 

I was forced to retire 11 years ago. 

Mr. Pepper. Excuse me for interrupting. I am advised that Dr. 
Flemming has a plane to catch at 10:45. Would it be all right, Mr. 
Chairman, to excuse him? 

Mr. Martinez. Yes, absolutely. Would you like to ask him some 
questions before he leaves? Do you have a minute for some ques- 
tions? 

Dr. Flembiino. Yes, I do. 

Mr. Martinez. Would you like to? 

Mr. Pepper. Sure. I will just ask one question, if you will excuse 
us. Dr. Johnson. ^ ^ „ . , 

Dr. Flemming, do you think we need to make Social Security law 
acijustments to the bill that we are talking about, as indicated here 
by Dr. Quinn? 

Dr. Flemming. I was very much interested in the testimony. But 
personally I would make that 8-percent adjustment or movement, 3 
percent to 8 percent, much earlier than the law now provides, be- 
cause I recognize that there is a disincentive there. 

So, you know the commission on which you served did make pro- 
vision for moving it up to 8 percent. 

I appreciate the fiscal implications of moving it up more rapidly, 
I mean as far as the impact on the financing of the Social Security 
System is concerned. But I do think that if it could be done, it 
would be a desirable thing to do. 

But I also agree with you that in view of the fact that the eam- 
ingR test or retirement test is not applicable after the age of 70 as 
far as this law is concerned, if we could get rid of the compulsory 
retirement at a^ 70, then we don't have any disincentive as far as 
Social Security is concerned. 

But I also agree ^Ih you that we have got a problem with some 
of the private pension plans, that we have to consider. 

But 1 think overriding it all, although I recognize the dismcen- 
tives that you talked about, I think there is an overriding factor 
here, and that is the desire on the part of the individual older 
person to continue to be involved. He needs fiscal compensation but 
she or he aLso needs psychic compensation, and it is that psychic 
compensation that will ofl»n bring people to the place where they 
say, "Well, maybe I might be losing a little on this, but the impor- 
tant thing is that I have the opportunity to continue to be involved 
in a constructive way." 

Mr. Pepper. Thank you very much. Dr. Flemming. We are, as 
usual, gratefiii to you for your valuable testimonv. ... 

Dr. FxEMMiNO. 1 appreciate the opnortunity of participating, and 
I am sorry I have to leave a little early. 

Mr. Pepper. Thank you. 

Mr. Martinez. I would associate my remarks with those of the 
Honorable Claude Pepper. Thank you for being here. 
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Dr. Flemming. Thank you very, very much. 
Mr. Martinez. Mr. Johnson. 

Mr. Johnson. Mr. Chairman, I was just giving you a Httle back- 
ground on my own experience. 

I was forced to retire 11 years ago. I was a public employee in 
the State of Minnesota and the 1978 law that you have passed was 
not m effect. 

I have had a very happy 11 years. I would have liked to continue 
working, and I have continued working. The only difference is I 
haven't gotten paid for it. 

I have served— spent yesterday and the day before as a member 
otthe State board of education, and I have served with the Red 
Cross, with the Boy Scouts. I have raised money for colleges and all 
types of thmgs that are volunteer. And I think these are the things 
that have kept me feeling good, kept me healthy. 

So, I am not complaining about my own situation, but not every 
person who retires at 65 is as fortunate as I, and it is for those 
t^^y I appreciate having an opportunity to speak to you 

A^AA^^^ of directors— that is another volunteer thing— 
ot the AARP and I have really enjoyed that responsibility, attempt- 
ing to for ttie 22 million people that belong to AARP. And 

incidentally, 30,000 new members are gained every week, so 22 mil- 
lion^ just a temporary spot in the total enrollment figure of 

Now, approximately 5 million of AARP's 22 million members 
oyer the age of 50 are employed. On behalf of those members and 
all older persons who work or wish to work, I ui^e the Congress to 
pass Representative Pepper's bill, H.R. 4154, and extend the protec- 
tions of the Age Discrimination in Employment Act to all persons 
by elimmatmg mandatory retirement based on age. 

Probably almost everything I will say from here has been said, 
but I want to say it m this context: We believe, the AARP believes 
that employment discrimination based on age, like that based on 
race and sex, is a result of unfair stereotypical assumptions that 
ignore an mdividual worker's ability. 

Notwithstanding the Age Discrimination in Employment Act, 
older persons face sharply limited employment opportunities How- 
Sy?^: ® 1982 survey of retirees conducted for AARP found that one- 
third of those surveyed would prefer to be working. 

Elimination of mandatory retirement is not a new idea. We rec- 
^ize that. Reference has been made already to Federal employees 
that cannot he retired based on age, and numerous States have 
eliminated it for both public and private sectors. And there are no 
reports, that we know of, of adverse effects on employer operations 
or productivity. 

It is now well past the time for us to extend this basic right to all 
older Americans. 

We do not buy the two arguments most often used to justify age 
discnmmation in employment, those being the medical that you 
have heard much about today and the economic. 

As discussed in more detail in AARP's written statement, which 
you have, we do not believe these arguments hold water. 
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We have heard Dr. Williams give his report on the medical stud- 
ies, and we believe that they consistently demonstrate that chrono- 
logical age is a poor determinant of ability and that capability 
varies greatly with the individual, regardless of age. 

Nor can employers argue that it is not possible to determine an 
individual's competence for a job. No less an authority than the 
U.S. Supreme Court haa indicated in recent cases on the Age Dis- 
crimination in Employment Act that advances in medical technolo- 
gy and the social sciences have provided us with the means for test* 
mg an individual person's fitness for virtually any type of job, from 
pi3>lic safety officer to accountant. 

We believe, contrary to the assertions of some employers, that in- 
creasing the number of persons older than 65 or 70 who are work- 
ing wmactually save employers money. 

A report prepared for AARP has concluded that employer pen- 
sion costs will decline as the number of employees beyond age 65 
increas^3S. 

Even if employers were required to continue to contribute to the 
pensions of oWer workers— and I might say presently they can ter- 
minate such contributions after the employee is 65— but even if 
they continued it, this cost is more than offset by the gains that 
would result from the shortened period of time that pension pay- 
ments would be made af er retirement. 

Further, we believe that the Social Security trust fund will real- 
ize an even greater savings, and we believe tins is due to increasii^ 
the number of persons who contribute to the fund and correspond- 
ingly decreasing the number of persons who receive benefits. 

Mandatory retirement, thus, makes little sense from either the 
individual employer's or national economic perspective. 

In sharp contrast to this, the effect upon an able individual of 
being forced to retire can be devastating. Not only can it be emo- 
tionally and physically shattering, but the worst and most immedi- 
ate impact is often financial. 

Most older persons experience a sharp decrease in income upon 
retirement. Because of limited emplojrment opportunities, this may 
last the rest of their lives. 

Older persons who work are able to maintain their standard of 
living with a form of income that we know as wages, and we also 
know that wages provide much better prospects for keeping up 
with inflation and are less likely to rely upon economic transfer 
programs funded by the Government. 

Mr. Martinez. Mr. Johnson, I am terribly embarrassed, but can 
I interrupt you one more time? It seems that Dr. Williams has to 
leave to catch a plane also, and I am sure that Mr. Pepper has one 
question, at least, to ask of Dr. Williams before he leaves. 

Mr. Pepper. If Dr. Johnson will allow me. 

Mr. Johnson. That is perfectly OK. 

Mr. Pepper. All right. Dr. Williams, I was very much impressed 
by your able testimony, the medical testimony resulting of which 
you were aware. 

What would you say— and I had in mind your testimony before 
our select subcommittee in respect to airline pilots. As you know, 
beginning back many years ago there was an absolute mandatory 
retirement age of 60 for commercial pilots, no matter how good 
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they are, how competent they are, how many tests they pass. They 
are out the second they become 60 years of age. 

Would you just make a brief comment on that matter in respect 
to the data that you discovered? 

Dr. WiLUAMS. Thank you, Mr. Pepper. I did testify on this before 
a hearing of the House Select Committee on Aging back in Octo- 
ber, a hearing on this issue of mandatory retirement for commer- 
cial airline pilots at age 60, and I testified essentially the same as I 
have today about the fact that there is no medical basis, convincing 
medical basis for that mandatory retirement age even for commer- 
cial airline pilots. That is certainly a special group that we all 
want to be sure are adequate to do their job. 

Also with me were two other specialists, a Dr. Samuel Fox and a 
Dr. Kuntz, who testified on both cardiac and mental and intellectu- 
al performance as pilots ead indicated that it was possible to carrv 
out adequate tests to show the competency of pilots bevond age 60. 

And as a result of those hearings, we were directed to work to 
prepare a proposal for extending, for testing that would allow the 
extension of the jpilot's certification to fly beyond age 60, and that 
proposal is now being reviewed by the Federal Aviation Adminis- 
tration and will be discussed further with the House committee. 

So, I believe that there is some chance of some movement on 
that issue. 

Mr. Pepper. I want to commend you. Dr. Williams, on the excel- 
lent work that you and your associates are doing in that critical 
area. Thank you very much, and we are veiy grateful to you. 

Mr. Martinez. Before you leave. Dr. Williams, let me correct 
myself. You have to attend a hearing to testify on NIH funding. 
But let me ask a question, too, before you leave, because in your 
testimony you referred to the loss— that normally in the aging 
process there is a loss of hearing and sight. 

You know, I want it to be perfectly clear that much of that loss, 
sight loss and hearing, can be corrected. 

Dr. Williams. Yes, sir. 

Mr. Martinez. And that there may be some sight loss in an el- 
derly person that can't be corrected, but the majority of it general- 
ly can be. So, that really isn't a handicap. 

Dr. WuxiAMS. Yes, sir, that is correct. Many of these problems 
that do arise in many older people, but by no means all, can be cor- 
rected. And I appreciate your bringing that out, because I wouldn't 
want to leave the wrong impression. 

Mr. Martinez. All right. One last question. You referred in your 
testimony to the rate that people age. Everybody ages at a different 
rate. Now, certainly I look at Dr. Silbermann and I see him at 71 
and to me he looks about 58 to 60 years old. And, of course, I am 57 
years old and I feel somewhat of a — he certainly wouldn't consider 
me very old at 57. 1 did, when I was 13, figured all people 57 were 
very old. But now I feel like a whippersnapper next to Dr. Silber- 
mann. 

Mr. Pepper. You just grew up. 

Mr. MARTINE2. People do age at different ages. Is that very im- 
portant in determining the person's ability to do a specific job? 

Dr. WiLUAMS. Yes, s\r. I think the most important fact I have 
learned is the variation between individuals in relation to aging, 
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just as you are saying, that each individual is different and actual- 
ly we become more different as we get older, rather than less. So 
tiiat each person needs to be looked at in terms of his own personal 
characteristics and in terms of any job or other role in life. 

Mr. Martinez. Thank you very much. Dr. Williams. We will 
excuse you now. Thank you for your testimony. It has been a great 
help to us. 

Mr. Pepper. Thank you. 

Dr. WnuAMS. Thank you. 

Mr. Martinez. Mr. Johnson. 

Mr. Johnson. You can figure my age out from my retirement 
date in 1975. 1 am 76, going to be 77 in July. I feel fine. 

One final word. The AARP believes that the arguments justify- 
ing raising the age gap for mandatory retirement from 65 to 70 in 
1978 are the same today for eliminating mandatory retirement en- 
tirely. 

II lo iA»,t ^^mply a matter of economics, although as I have said, 
those argument;, ''annot be usee', to justify the continuation of this 
discriminatory practice. 

More important is the question of whether we, as a society, are 
willing to deny to older Americans their basic rights to remain as 
productive members of society, something that is ensured to every 
other person. 

The overwhelming megority of Americans, regardless of age, 
have decided that the answer to that question must be "No." Man- 
datory retirement based upon age must be eliminated. 

Thank you very much for the opportunity to appear before you. 

Mr. Martinez. Thank you, Mr. Johnson. 

[The prepared statement of Eh*. Erling O. Johnson follows:] 
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Prepared Statement of Dr. Erung Johnson on behalf of 
The American Association of Retired Persons 

Nr. Chairmen and Nembers of the Subcommittees: 

Thank you for this opportunity to testify on behalf of the 
American Association of Retired Persons on the issue of eliminating 
mandatory retirement based on age. I am Dr. Erling Johnson and I am a 
member of AARP's Board of Directors. Approximately 5 million of 
AARP's 22 million members over the age of 50 are employed. On behalf 
of tnose menbers and all older persons who work or wish co worki I 
urge the Congress to pass Representative Pepper's bill (H.R. 4154) 
and extend the protections of the Age Discrimination ir Employment Act 
to all persons by eliminating mandatory retirement based on age. 

Employment discrimination based on age^ like that based on race 
and sex, is the result of unfair stereotypical assumptions that ignore 
an individual worker's ability. Notwithstanding the Age Discrimin- 
ation Employment Act, older persons face sharply limited employment 
opportunities. However, a 1982 survey of retirees conducted ior AARP 
found that one-third of those surveyed would prefer to be working. 

Elimination of mandatory retirement, is not a new idea. Federal 
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employees cannot be retired based on age and numerous states have 
eliminated it for both public and private sector employees, with no 
reports of adverse effects on employer operations or productivity. It 
is now well past the time for us to extent this basic right to all 
older Americans. 

The two arguments most often used to justify age discrimination 
in employment based on age are medical and economic. As discussed in 
more detail in AARP's written statement to the Subcommittees, it is 
now clear that neither of these arguments holds water. Medical 
studies consisttoHtly demonstrate that chronological age is a poor 
determinant of ability and that capability varies greatly with the 
individual, regardless of age. Nor can employers argue that it is not 
possible to determine an individual's competence for a job. As the 
Supreme Court has indicated in recent cases on the Age Discrimination 
in r^ployment Act, advances in medical technology and the social 
sciences have provided us with the means for testing an individual 
person's fitness for virtually any type of Job, from public safety 
officer to accountant. 

Contrary to the assertions of emp'oyers, increasing the number of 
persons older than 65 or 70 who are working will actually lave 
employers money. A report prepared for AARP has concluded tLit 
employer pension costs will decline as the number of employees beyond 
age 65 increases. Even if employers were required to continue to 
contribute to the pensions of older workers (they presently can 
terminate such contributions after the employee is 65), this cost is 
more than offset by the gains that would result from the shortened 
period ^f time that pension payments would be made after retirement. 
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The Social Security trust fund will realize an even greater savings, 
by increasing the number of persons who contribute to the fund and 
correspondingly decreasing the number of persons who receive benefits. 
Mandatory retirement thus makes little sense from either the 
individual employer's or a national economic perspective. 

In sharp contrast to this, the effeft upon an able individual 
of being forced to retire can be devastating. Not only can it be 
emotionally and physically shattering, but the worst and most 
immediate impact is often financial. Most older persons experience a 
sharp decrease in income upon retirement which, because of limited 
employment opportunities, may last the rest of their lives. 
Older persons who work are able to maintain their standard of living 
with a form of income - wages - that has better prospects for keeping 
up with inflation and are less likely to rely upon economic transfer 
programs funded by the government. 

The arguments justifying raising the age gap for mandatory 
retirement from 65 to 70 in 1978 are the same today for eliminating 
mandatory retirement entirely. it is not simply a matter of economics 
- although, as noted above, those arguments cannot be used to justify 
the continuation of this discriminatory practice. More important, it 
is a question of whether we as a society are willing to deny to older 
Americans their basic rights to remain as productive members of 
society that is insured to eve-y other person. The overwhelming 
majority of Americans, regardless of age, have decided that the answer 
to that question must be "No. • Mandatory retirement based upon age 
must be eliminated. 
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mTBHCNT OP TBB KNERICAN ASSOaATION OP RETIRBD PERSONS 



ON BLININATING MANDATORY RBTIRBMENT 



Dnlttd States Bouse of RepreaentatlveB 



Coanlttet on Bducatlon and Labor 



Select Connlttee on Aging 



Subcoanlttee on Bnploynent 



Subconnlttee on Health 



Opportunities 



and Long-Terv Care 



March 12, 1986 



The Anerlcan Association of Retired Persons, the largest 
■•Bbershlp organlsstlon In the country Nlth 22 vllllon neBbers 
over the age of SO, Is dedicated to alleviating the problens and 
addresalng the needs of older peraona. Including the pronotlon of 
equitable terns and conditions of eaiploynent for all older persons Mho 
work or wish to Nork« Approxlastcly 5 Billion AARP Benbers are 
mployed. AARP aupports Representative Pepper' a bill, B.R. 4154, to 
•ilBlnate Bandatory retlrenent based upon age and extend the 
protectlona of the A^e Dlacrlslnatlon In Bmplo/ment Act to all older 
peraona, and urgea Congress to pass this bill. 

Dlscrlfllnatlon In the job aarketplace Is one of the Bost conaon 
probleas faced by older persons today. Snployaent dlacrlalnatlon 
baaed on age, like that based on race and sex. Is the result of unfair 
stereotypical aaauBptlons that Ignore an Individual worker 's ability, 
NotMltb St ending the Age Dlscrlslnatlon In Bsployaent Act (ADBA), 
ege-baaed eaployaent dlscrlalnatlon reaalns prevalent and older 
persons generally face sharply Halted eaployaent opporcunltltea. 
In addition to a rapidly Increasing uneaployaent level aaong older 
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ptrsona, labor ftatittics indicate that anong paraona looking for 
work, oldtr paraona have longer perioda of unenployi^nt and .ore 
difficulty finding joha. k 1982 aurvey of retireee conducted by 
Haailton and SUff, Inc., for MRP found that one-third of those 
aarveyed would prefer to be working. 

In 1984, MRP initiated ita Worker Bquity P ^jr ^ for the purpoae 
of addreaaing the eaipioy»ent prohleaia faced by older persona, a 
primary goal of the Worker Bquity Progran la the developaent of a 
national older worker e«pJoyMnt policy to increaae aeaningful 
eaployaent choicea for older personi^. A ce'-.ral aapect of thla policy 
■uat be the eliainction of sandatory retiraient baaed upon age. The 
current age-70 cap on the Age Discrinination in BBploynent Act ia 
contrary to the principles of equality of opportunity and treati^nt, 
la a waate of the valuable akilla and eiperiencea of older personal 
and contributea to the poverty intc which Hny older persons fall. 

The abolition of undatory retirement ia not a novel idea, since 
1978, it haa been prohibited for federal enployeea. Nu>eroua atatea 
have eliminated it for both public and private .actor e«ployeea. and 
have reported abaolutely no evidence of adverse affects of any kind on 
employer operationa or productivity. The 1978 Amendmenta to the Age 
DiacriBination in Bapioyaent Act, which raised the mandatory 
retirement age from 65 to 70, represented a first step towar(to 
elimi/tating age aa an employment'baVrier for all older peraona. 
Aa early as 1982 President Reagan announced bia aupport for 
legialation to completely eliminate mandatory retirement baaed on age. 
It ia now well peat the time when the age barrier aboald be removed 
entirely and employment should be based solely on ability. 
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Th» two argunents used noBt often to justify dlBcrininatory age 
caps on smployitent are nedical and econoaic. Neither argument hold9 
wstet. 

Kedical atudiea consistently aeuionstrat^ that ch' ^nological age 
is a poor detsminant of ability and that capabtblity varies giestly 
with the individual, regardless of age. Indeed, workforce studies 
show thst older workers perform as well or better than their younger 
oounterparta. To the extent that ar employer believes that older 
persons sre unable to perform a particular job, the ADEA establishes 
the standards by witich an employer can try to prove that age is a 
necessary criteria for the performance of the job* The O.S* Supreme 
Court in a series of recent esses on the Age Discrimination in 
Employment Act hss made clear that medical and social adrances make it 
possible for enployers to confidently determine an individual's 
capability for virtually every type of job* 

MXiMQXi* 105 8*Ct 2717 (1965) i |UA£jUiLMlIirt£^..Ill£^.Jf«.^iA(iell^ 
105 S.Ct* 2743 (1985) • There is no reason wby these sav« standards 
sbould not ba applied to all workers, regsrdless of sge* 

Contrsry to the specious medicsl srguxents shout the incompetence 
of older worksrs, it is clesr that ^he impact of involuntary 
ret'rvnent ia both v^%otionally and physically devaststing to abie 
individuals* HeCical research bas shown that forced idleness 
adversely sffscrs tbeir pbysicsl snd mentsl besltb and a 
biqher>tba?-ezi *'6 mortality rata exists saong persons involuntarily 
retired. 

It cannot be convincingly argued that eliminating mandatory 
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ratirMent will t>« cottly to either mployera or to the country as a 
whola. Not only ia tha nunber of peraona vbo would elect to work paat 
70 quita nail (a 1983 raport to Congrftaa or the ADBA aatinated that 
if tba number of workara 65 and older would incraaae by only 
approiiaataly 200,000 workara) but eaployarawill actually aave aoney. 
h coaprtbanaive raport prepared for AARP by the conaulting fin of 
NilliaK Narcer-Naidingar, Imj., concluded that employer peneion 
cotte will decline ee the nmnber of eaployeee older then ege 65 
Increeeee, Thie ie beceuee the ootte of continued pension 
contributions ie sore then offeet by geine that reeult froa toe 
ehortened duretion of peneion peyeente to retired workere. Tbue, if 
the elieinetion of eendetoty retirement Increaeed the nuaber of 
working per^ ,e older then ege 65 by 501, eaployere would reelise 
annuel peneion eevinge of nore then $600 eillion by the year 2015. 

A eieilar poeitive impact would be felt in the Sociel Security 
Gyeten. if eliaination of --detorv retireaent under federal law 
increaeed the nunber of working perecne older than age 65 by juet 25%, 
tbe cetieeted reduction in ennuel Sociel Security benefit payeente 
would be approiiiietely $739 aillioni if tbe increaee in older workere 

50%, the annual Sociel Security eavinga would be approiieateiy 
$1.5 billion. Ae noted ebove, AARP r#»oogniEe8 that the nuBber of 
pertone older then ege 70 who choee to continue to work will probably 
be quitie eaall, Montheleee, both privete peneion eyeteee end Sociel 
Security truet fund would reelise reel eevinge with even e eeell 
n«nber of edditionai older workere. Artif iciei berriere which 
autoaaticelly trenefore ective contributore to tbe Sociel Security 
truet fund ^r>to ectlve recipients of its benefits thus eekes little 
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Mnse froB a national economic perapective. 

Rathar than having a negative econonic effect on enployera, it ia 
the forcibly retired individual that auffera the noat iraediate and 
worat econoaic effecta of nandatory retireni»nt. Although a few 
fortunate peraona may anticipate adequate penaion inconer mowt older 
peraona eiperience a aharp decreaae in incoae upon retirement and thus 
Buat adjust to a substantially lower standard of living* Given the 
fact that re-enploynent opportunitiea for this group are nininalr this 
lower stanJard of living uaually continues for the rest of their 
lives* Older persons who work are less likely to need the benefits 
provided by econonic transfer programs and are furthermore able to 
maintain their standard of living with a form of income - wages - that 
has better prospects for keeping up with inflation* 

Finally r studies conducted by the Department of Labor refute the 
notion that eliminating mandatory retirement would a(}versely affect 
employment opportunitites for won^n, minorities and youth. The fact 
that only a small percentage of persons over age 70 would 
actually delay retirementr coupled with the fact that older workers 
rarely compete with younger workeis for jobs, means that eliminating 
mandatory tetirement based upon age wiM have a negligible impact upon 
other workera. 

Over the past decade, this nation has dramatically changed the 
way it thinks about ol\!*r workers* Many f jlrniS have cone to view older 
workers as more dependable and eiperienced than their younger 
counterparts and recognize thet age is, by itsel«., a poor indicator of 
job performance* k 1983 report to Congress on the ADEA noted that, in 
a dramatic reversal since 1974, the overwhelming majority of 
Americana, regardless of age, now b<slieve that older workers are 
entitle*! to the same basic right to remain productive members of 
society that all other peraona have* We can no longer arbitrarily 
deny thia rijht to older Americans based upon outdated, invalid and 
discriminator^ assumptions about older workers* Mandatory retiremiint 
based on age must be eliminated* 
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FROM AARP • AMERICAN ASSOCIATION OF RETIRED f^ERSONS 



BIOGRAPHIC SKETCH 

Dr. Erlmg o. Johnson Member, Board of Directors 

American Association of Retired Persons 

Dr. Erlmg o. Johnson, of Anoka, Minnesota, was elected to the 
national Board of Directors of the American Association of Retired Persons 
(AARP) at a biennial convention held m St. Louis April 24-27, 1934. 
He will serve six years as a board member. 

Ho has served AARP as State Cooidmator of Mmneso ■ and was 
president of the Retired Educators Association of Minnesota ^.om 1978 
to 1980. 

Ho served as superintendent of public schools in Anoka from 
1964 to 1975. Previously, ho was Conunissionor of Education for 
Minnesota from 19G2 to 1964, jnd was superintendent of schools in 
Vordi, Jancsvillc, Mountain Lake, Northfield, jtitl Mjnkato, Minnesota. 

He was president of the Minnesota Association o' School 
Administrators, 1953-55; member of the Minnesota State College Board, 
1962-64; member cf the Metropolitan Planning Commission, 1962^64; and 
member of the Teachers Standards and Certification Commission, State 
of Minnesota, 1974-75. He is a member of the Minnesota State Board of 
Education on which ho will serve until 1986. 

He has been President of the Northfield Rotary Club and the 
Anoka Kiwanis Club, and has served on executive boards of the Boy 
Scouts of America. 

He holds a master's degree n Educational Administration from 
the University of Minnesota a938) . He was awarded an honorary 
Doctorate of Humane Letters by Luther College of Deeorah, Iowa, m 
1962 and an honorary Doctorate of Laws by Haml^ne University of 
St. Paul m 1963. 

Tlio Uriivcr:,iLy ol Mmncsotd y^-vc him an OuLstandmy Achievement 
Award in 1958. 

With a national membership exceeding 16 nillion, AARP is the 
largest national organization representing older Americans. 
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Mr. Martinez. At this time I will turn to Mr. Pepper for ques- 
tions. 

Mr. Pepper. Reference was made in a very kindly way to H.R. 
4154, and I am the first name appearing on the list of introducers. 
I want to make it very clear for the record that the remaining in- 
troducers are Mr. Hawkins, Mr. Jeffords, Mr. Martinez, Mr. Gun- 
derson, Mr. Roybal, Mr. Rinaldo, Mr. Biaggi, Iv^. Snowe, Afr. 
Bonker, Mr. Tauke, and Mr. Waxman, and they have all contribut- 
ed very valuably toward the furtherance of this bill. 

Mr. Chairman, I want to thank very much all of the witnesses 
who have testified here today. I think this has been immensely val- 
uable testimony that we have received. The personal experiences 
that have been told by our witnesses and the technical knowledge 
that they have brought to us, as well as their judgment and opin- 
ions have I think have been very pertinent and very relevant t</ 
this critical issue. 

I am so glad you brought up the issue of Social Security and the 
relationship of this idea to the Social Security and the pension pro- 
grams. 

The President, as I recall, stated in his campaign in 1980 that he 
favored the elimination of the curtailment in Social Security bene- 
fits if one who is eligible for retirement continues to work. 

I hope the President is going to revive that position. I think 
maybe we might well get in touch with him to see if he would still 
join us in advocating a modification in Social Security legislation so 
that when you become eligible you would get your Social Security 
benefits, and then you could work. Maybe people wouldn't work 
quite as long or quite as hard. But they would have a right to make 
the choice, the decision as to whether to work or not. There 
wouldn't be any Social Security penalty for one who wished to keep 
on doing something. 

As Dr. Flemming 8€ud, there are two rewards that one gets for 
work. One is the compensation in money you receive, and the other 
is the compensation in satisfaction that the individual receives. 

If I may say so personally, I was elected to the House of Repre- 
sentatives at 62. If I had been required to stop doing the things 
that I prefer to do at 65, I don't think I would be here. The fact 
that I have something that challenges me every day, every hour of 
the day almost, to be active, to do something, has given me an in- 
v'entive to live. Perhaps it has had something to do with my longev- 
ity. 

I know perfectly well what has been said here today, though ths 
degree of your limitations increase, the degree of the increase in 
your limitations varies with c^ifferent individuals. 

I can play nearly as good coif as I ever could. That is not very 
good, but it is nearly as good as I ever could play. And I can't— I 
used to be on the cross-country team in college. I can't run 10 miles 
in the afternoon, but I have got a good car. If I need to go 10 miles, 
I can make it. 

So that I know, as some of the witnesses have indicated from ex- 
perience, that age doesn't deal with everybody alike, and those that 
have been favored with the good fortune of longer life should not 
be denied the privilege of sustaining that life by their labor at 
what they choose to do. 
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That is what we are talking about here today. 

Mr. Martinez, I want to thank you again and your distinguished 
chairman and committee for your magnificent cooperation in this 
matter. I hope we can join hands and pledge that in this session of 
the Congress we can secure the passage of this legislation. 

Mr. Marhnrz. Thank you very much, Mr. Pepper. Certainly you 
ai« well-renowned for your activities on behalf of the senior citi- 
zens, the people that are aging in our society, and I would hope to 
join you in any efforts that you make in that area. 

I would say that something has to be expounded on regarding 
what Mr. Pepper just said at the end of his statement that he can't 
run 10 miles anymore but he has got a good car to take him 10 
miles. I relate that to the fact that even in work experience — you 
know, I can remember many times when as a young man I was 
rushing like a fool to try to get something done, expending a tre- 
mendous amount of energy, when some older worker, working 
alongside of me, would turn to me and say, look, if you do this it 
will be so much easier. 

Maybe when you start to lose some of your physical ability, you 
more than make up for it with your mental abilities to devise ways 
to do that job easier and faster, and that experience is an asset to 
companies, eud I think that only comes from the experience that 
you gain through the years that you live. 

So, I think that we have to make people fully aware of the fact 
that where maybe physical attributes aren't as great as they were 
when they were young, that experience in many, many cases more 
than makes up for it. 

So, I thank all of you for being here today, and I join Mr. Pepper 
m his appreciation of your testimony here today. 

Thank you. 

pVhereupon, at 10:30 a.m., the subcommittees were adjourned ] 
[Additional material submitted for the record follows:] 
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321 Cherry Hill Road Princeton NJ O85UO 6 March 1986 



Representative Claude Pepper 
U S House of Representatives 
Select Committee on Affinf 
377 Office Building Annex 2 
Washington DC 20515 



Dear Representative Pepper » 

Thank you for inviting me to testify before your committee. I 
should very much liked to have done so, but my doctor advises 
that after so short a time after major surgery the rigors of such 
a journey ar^ue against such stress, so I very much regret that 
what I would otherwise have found an excellent opportunity to set 
out the facts against the archaic notion of mandatory retirement, 
is prevented by the thow?;*tless behavior of my now extinct gall- 
bladder. 

"Statutory retirement, as I like to call it, because that is what 
It Is, is one of the many wasteful notions to which our society 
subscribes* It Is based on the wholly unsound notion that aging 
is the equivalent of degaAration, Instead of on the Idea of growing. 
It is because all the evidence now unequivocally shows that with 
the years Intelligence and mental competence, even though physical 
competence may decrease, increases . In addition to which there is 
that weathereo wisdom which '^omes with the years, and, yes, even a 
mental youth fulness, that only the passage through the cloudy, 
stormy, and pleasant years can bring. That is why I prefer to 
abjure the term ''aging'* becuase its connotations, associated with 
the self-fulfilling prophecy of inevitable breakdown, ire so 
erroneous and danridng, and to use instead the term "growing," for 
that is what we are designed to do all the days of our lives. 

We are unique, even in the Western world, in regarding the elderly 

as biodegradable and superfluous, instead of what they really represent* 

a biological elite who, with their weathered wisdom, have much to 

o x'er the world. 

Aging i5 not a terminal i'^lr*^ but a timeless e^Jltts, a rict) inherH- 
ance, and is so treated In most cultures. 

The failure of acceptance, the abandonment (of which statutory 
retirement is an expression), that so many of the elderly experience, 
in which they are only too frequently treatel as redundant objects 
who have outstayed their welcn**':,, cruelly reflects our inhumai* 
attitudes towards the elderly, attitudes which need to be re-examined, 
and replaced by a view which sees a/^e as a special privilege, and the 
period of most promising challenges, for it is during that time that 
the best of our growing still lies a head of us. 

Sincerely, 



Aehley Montagu 
^irhty-one years young 
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AMERICAN GOUNGL ON EDUCATION 



Otvbkxi of Govemmeorol Motions 



harch lU, 1986 



The Honorable hatthew G. Martinez 

Chainwn ^ 
SubcoMlttee on En|>1oy«ent Opportunities ^ ' 

UMnlttee on Education and Labor 
U,S. House ot Representatives 
Washington, DC 20S15 

Dear Mr. thai nun: 

On behalf of the American Council on Education, an association 
representing over 1,5U0 colleges, universities, and other organizations in 
higher education and the associations listed below. Me wish to convey our 
strong concern with the failure to Include a 12-year exen^tlon for tenured 
faculty and adainlstrators in higher education In HK 4154, a bill to prohibit 
mandatory ret1re«ent due to age. 

?or several years, we have been working with Interested persons in the 
Congress to ensure that the proposed legislation Mets the needs of the entirp 
higher education enterprise — faculty, adirini strati on, and students. After 
Unjthy consultations, a coii|)ro«ise consensus providing an exeB()t1on for 12 
years for tenured personnel froii uncapping the mandatory retirement age has 
emerged. Thus, the retirement age for tenured faculty and administrators would 
remain 70 until 1998. This coa^romlse acknowledges higher education's special 
responsibilities to the nation and the special demographic pressures faced by 
our sector. Similar legislation Introduced in the past contained such an 
exemption — we are greatly disheartened to note that this exe^)t1on has been 
deleted from HR 415^. 

colleges and universities maintain that they wst have a healt»\y 
representation of relatively new faculty meters If th^ are continue to be 
effective centers of teaching, learnlna, and scholarship. In some fields, the 
major contributions of an individual often are made toward the beginning of his 
or her career. And in all fields one needs a balance of younger facul V and 
more experienced faculty to stimulate students and colleagues alike by 
challenging old as well as new ways of thinking and by contrl' utin^ varied 
perspectives. Unless a sufficient nurt)er of faculty position^ continues to be 
available for new appointments, we run the serious risk of creating a "static" 
situation for nearly two decades ahead. 

As a rpsult of the booming expansion of the late 1950's and 1960*s 
there Is a 'bulge'" of faculty iwrt)ers now In their fifties who will not - even 
under the current law — be retiring before close to the end ot this century. 
This factor, when coupled with the reductions In enrollment now beginning as 
the size of the traditional college-age population declines substantially, has 
already resulted In a situation where most new faculty openings will occur 
either through death or retirement. Although other sectors of the economy are 
also experiencing a period of limited or no growth, no other sector must adjust 
to such an extreme demographic «odel. Assuming an age 70 retirement. 
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projections suggest that there n^y be only about 100,CX}0 academic positions to 
be filled nationally during the entire 15-year period from 1980 to 1995. This 
compares with about 60,000 positions in just the five years from 1971 to 1975, 
already generally regarded aS "lean" period. 

A 12-year exemption would provide institutions with the opportunity to 
retire a substantial nuober of faculty menters at age 70, thereby providing a 
reasonable runber of faculty openings during and right after that period. In 
addition, such an exemption would i;rovide colleges and universities with 
sufficient lead time to plan efficiently for future academic needs. Thus the 
exemption would address the short- to moderate-tern needs of the higher 
education connunity. Of course, it is impossible to predict retirement 
patterns and the a^e distribution of faculty and administrators after that 
period, at which time further action might Le required. 

We hope that you will Incorporate a 12-year exemption for tenured 
faculty and administrators at institutions of higher education in any mandatory 
retirement legislation that you consider. 



This letter is sent on behalf of: 

American Association of Community and Junior Colleges 
American Association of State Colleges and Universities 
American Council on Education 
Association of American Universities 
Association of Catholic Colleges and Universities 
Association of Jesuit Colleges and Universities 
Council of Independent Colleges 

National Association of College and University Business Officers 
National Association of Independent Colleges anr" Universities 
National Association of Schools and Colleges of the United Methodist 
Church 

National Association of State Universities and Land-Grant Colleges 



Sincerely, 




Robert H. 
President 



cc: Members of the Subconmittee 
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IS MANDATORY RETIREMENT 
OVERRATED? EVIDENCE 
FROM THE 1 970s* 



RICHARD V BURKHAUSER 
JOSEPH F. QUINN 



ABSTRACT 

In this paper wc argue that mandatory retirement is only one aspect of a much 
broader system that influences an individual's retirement decision. We look at 
responses over time to variations in mandatory retirement rules faced by a 
sample of private-sector workers aged 62-^4 in 1973. This is done within a 
model that specifically includes the economic incentives present in Social Se- 
curity and pension systems. We find that the impact of a mandatory retirement 
rule on work is considerably smaller than a simple comparison of those with 
and without mandatory retirement would imply. 

The 1978 Amendments to the Age Discrimination in Employment Act raised 
from 65 to 70 the minimum age at which most workers can be forced to 
retire from their jobs solely because of age. This change was an attempt by 
Congress to reduce the incidence of age discrimination and to reverse a 
dramatic labor force trend toward earlier retirement over the past 35 years. 
In this paper we develop a methodology to estimate the potential impact of 
this aniendment on the labor force participation rates of older workers and 
utilize it on a sample of men imerviewed in the mid-1970s. 



Burkhauser is a faculty member of the Department of Economics and the Institute for Public 
Policy Sfudy, Vanderbilt University. Quinn is on the Department of Economics faculty at Boston 
CoUese. 

• Research for this paper was principally funded by the U.S. Department of Ubor, under a 
contract with the Urban Institute. The research was begun while both authors were at the 
Institute for Research on Poverty, University of Wisconsin-Madison, and were supported 
by funds granted to the Institute by the Department of Health and Human Services pursuant 
to the provisions of the Economic Opportunity Act of 1964 The authors wish to thank 
Irene Powell as well as James Story, Gary Hendricks. Richard Wcrthdmer, and Sheila 
Zcdlewski for their hdp in developing this paper and Ronald Ehrenberg and Jan Blakeslee 
for a critical first reading. Wc are also grateful to two referees for constructive commcnU 
on an earlier draft. [Manuscript received May 1982; accepted December 1982.] 

The Journal of Human Resources • XVIII • 3 

0022-166X/83/00O3-O337 $01.50/0 

• 1983 by the Regents of the University of Wisconsin System 
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There is little question that a mandatory retirement age affects the labor 
supply dscisions of older workers. But it is only one aspect of a much broader 
social policy which will continue to influence these decisions despite the man- 
datory retirement age change. Thus, the analysis requires a model that in- 
cludes the incentives in the pension and Social Security systems and their 
impacts on the retirement decision. We consider these below, along with 
variables generally outside the public policy realm, such as health, earnings, 
and marital status. 

In Section I we show the incidence of mandatory retirement rules on 
older workers and the relationship between this labor supply constraint and 
the presence of pension income. A major point is that mandatory retirement 
frequently occurs at precisely the age at which financial incentives to retire 
(from Social Security and pensions) go into effect. 

In Section II we develop an economic model of labor supply behavior 
that shows more formally the potential effect of the institutional arrangements 
of our pension and Sodal Security systems on job separation. This model 
allows us to estimate the effect of various retirement incentives and, therefore, 
to isolate the impact of mandatory retirement rules. 

In Section III we present equations based on this model that predict job 
exit for workers not subject to mandatory retirement. We then use these 
results to estimate the effect of raising the nunimum retirement age from 65 
to 70 on the labor supply behavior of private-sector workers who were subject 
to such a constraint. 

In Section IV we review our principal findings and use the results to 
predict the number of wwkcrs aged 62 to 64 who would have continued on 
their jobs over a two-year transition period if the 1378 Amendments had 
been in effect in 1973. 

/. MANDATORY RETIREMENT RULES AND PENSION PLANS 

The principal objection to mandatory retirement rules is that they curtail an 
uidividual worker's ability to choose when to leave a job. The elimination of 
such rules would ensure a worker's right to stay on the job, but would not 
ensure that he will actually do so. The timing of retirement will vary among 
individuals because of different tastes and attitudes about work and different 
health conditions and family responsibilities. But it will also depend on eco- 
nomic variables that influence the choice between continued work and re- 
tirement. 

Pension plans can and do exert economic pressure on individuals to leave 
a job or the labor force. The very existence of a pension provides a worker 
with the option of leaving the job and accepting benefits after some age. For 
workers who do not fully anticipate these bcnefiU or who face imperfect 
capital markeU, the income impact of pension eligibility increases the like- 
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Burkhauser and Quinn \ 339 
TABLE 1 

RELATION BETWEEN MANDATORY RETIREMENT AND ELIGIBILITY 





% Workers Eligible 
to Collect Pension Benefits 


% Population 
in Each 
Category 


Mandatory Retirement 


During Next 
Two Years 


Later 


Never 


During next two years 

Later 

Never 

% population in each 
category 


77 
54 
22 

37 


17 
35 
25 

26 


6 
11 
53 

37 


15 
22 
63 

100 


Source: Retirement History Study 1973-1975. 



hhood of joD separation at that age. Few would object to this impact of 
pension plans on work. If those who chose to continue working were rewarded 
with increased yearly benefits that fully compensated them for the benefits 
forgone, only individual tastes and preferences would enter into such a choice 
Such a pension system would be neutral with respect to the timing of benefit 
acceptance. It would encourage or discourage job separation at any particular 
age only to the extent that any asset affects such a decision. 

But many pension systems are not neutral with respect to the timing of 
benefit acceptance. For both Social Security and employer pensions, the ex- 
ited value of total benefits usually falls when postponed past iome age 
Even for those not facing mandatory retirement, such plans encourage re- 
tirement at that age. 

It is important to distinguish, then, economic incentives to leave a job 
from those related to mandatory retirement provisions. This is especially true 
because the age at which pension and Social Security benefits can be received 
18 often the same as the mandatory retirement age. 

Table 1 illustrates this relationship for a sample of workers from the 
longitudinal Retirement History Study, described below and in the Appendix 
^unong workers aged 62 to 64 in 1973 who faced mandatory retirement 
dunng the next two years, 77 percent were also eligible to receive employer 
pension benefits from their jobs during the same period.' Of the remaining 



In etch of the biennial Retirement Hiitory Study lurveys. worker, were aiked "b there 
a eompuliory retirement age where you vrork? Th»t ii. will you have to nop working at 
your preaent job at a certain age?" By learching over the four lurveys with which we were 
worbn, 0969. .971. .973. and .975). we compiled accurate m.niItoTr«rremcnt 
tor virtuaUy our enUre ump.e. For a more thorough de^ription of the interaction* in the 
American retirement system, lee Burkhauier and Quinn [7]. 
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23 percent, 1 7 percent would receive pension benefits later, and only 6 percent 
were never eligible for benefits. Of those subject to mandatory retirement 
later (after 1975), only 11 percent were excluded from pension coverage. In 
contrast, fewer than half of those without a mandatory retiranent age enjoyed 
pension coverage. The remainder (53 percent) were not eligible for retirement 
benefits from their current employer. Mandatory retirement and pensions, 
therefore, usually go together, and both arc expected to influence the retire- 
ment decision. 

The relationship between mandatory retirement and Social Security work 
disincentives is also close. The most common age of mandatory retirement, 
prior to the 1978 ADEA Amendments, was 65, and this is precisely the agf 
at which most workers become eligible for full Social Security benefits. Social 
Security wealth generally decreases with continued work after this age, when 
the actuarial adjustment falls from nearly 7 percent per year of delay to only 
3 percent (1 percent prior to 1982). This loss in Social Security wealth if 
one continues working also provides an incentive to retire that is unrelated 
to mandatory retirement. 



//. LABOR SUPPLY IMPACT OF PENSION SYSTEMS 

Mandatory retirement rules are closely intertwined with Social Security and 
pension plans and, as we will show in this section, the terms of these plans 
can have an important impact on the decision of workers either to leave a 
job or to exit from the labor force completely. Because mandatory retirement 
is only one part of a broader pension system, it is a constraint upon em- 
ployment only to the degree that workers would have conti cd at that job 
in its absence. Therefore, a ""all model of work behavior is necessary to isolate 
the marginal impact of a change in mandatory retirement rules. 

The ideal method of measuring this impact would be through a controlled 
experiment in which a representative sample of workers is divided randomly 
between a "treatment" gro^r ^nd a "control" group. Since no such data 
exist, we utilize the best alternative— the longitudinal Retirement History 
Study (RHS). We develop a model which predicts the probability of job 
separation and movement out of the labor force for workers not subject to a 
mandatory retirement constraint during the sample period, and then use the 
estimated equation to predict the labor supply behavior for workers who are 
so constrained. 

Mandatory retirement rules and employer pensions most directly affect 
job separation and only indirectly affect hours of work. For this reason, our 
efforts will concentrate on predicting discrete changes in a worker's behav- 
ior t' * 'S, the probability that a worker will remain on his job, take new 

job. or leave the labor force in a given period. Such a model misses the 
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indirect impact that pensions or mandatory retirement rules may have on 
changes in actual hours worked, either on a current job or in a new job, but 
it docs capture their major direct effects. Although acceptance of pensions 
is almost always contmgent on job separation, this is not the case with Social 
Security benefits. But we argue that for most workers wishing to reduce wage 
earnings in an attempt to increase Social Security benefits, job separation is 
the most likely route. 

Measuring Pension Wealth 

Emphasizing the wealth nature of the choice posed by both pension plans 
and Social Security clarifies the relationship between the timing of job sep- 
aration and the actuarial value of these benefits. At any moment in time, 
the wealth value of a pension is the present discounted value of all future 
pension payments: 

(1) WEALTH(s) = 27-0-^^^ 

' "(1 + ry 

where s denotes the period in which pension benefits actually begin.^ 
WEALTH{s) is a vector of wealth values of a pension initially taken at 
different periods, all evaluated in present value terms adjusted to period 0. 
(p,) is the probability of living through the ith period. B,{s) is the pension 
stream which accrues if the pension is accepted in period s (0 prior to 5. B,(s) 
thereafter), and r is the discount rate. Like any asset, pension rights should 
have the usual negative impact on labor supply. But more important in our 
model, a pension may take on different values depending on the labor supply 
behavior of a worker. It is this change in pension wealth that we emphasize. 
As will U seen, mandatory retirement rules are only one aspect of the pension 
system used by employers to ensure job separation. Structuring pensions so 
that their value falls when postponed may have a similar effect,^ 

We define DELTA as the change in pension wealth when receipt is 
delayed one period: 



2 We hiive ignored funding issues and have taken Social Security and pension promises at 
face value. For workers on the cvc of retirement, we think that this a reasonable assumption. 
For younger workers, however, it is not clear that they wiU treat unfunded promises in the 
future as wealth, and therefore unclear how researchers studying wealth distributions or 
labor market behavior should treat these rights. 

3 In a related paper [9] we argue that pension systems change an individual's net wage when 
they arc actuarially unfair. We calculate the net earnings (wage and salary plus the change 
in pension wealth during the year) for a »arge group of older workers, and find remarkable 
similarities between those with and without pensions who do not have mandatory retirement. 
Thoae with pensions and mandatory retirement continue to have higher wages than the 
others, therefore necessiuting, according to Uzear (ISJ. the mandatory retirement con- 
straint. 
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(2) 

WEALTH{\) - WEALTH(0) - C(0) - S?-,; 



0 + r)' 



(1 + r)' 



- C(0) 



DELTA equals the net difTerence in the pension wealth minus C(0), the 
employee's contribution to the pension system during the period. The DELTA 
value depends on the change in benefit amounts following delayed receipt. 
There are two possible sources of a change in B: a benefit recalculation 
following an additional year of work and an actuarial adjustment. In defined 
contribution plans, yearly benefits are based on contributions paid into the 
pension system. A worker continuing on his job through period 0 would 
increase B{s) due to an increase in C Most pension systems arc defined 
benefit plans, however, in which there is no direct relationship between yearly 
contributions and benefits. In such a case, B{s) will usually increase on the 
basis of /me other criteria such as years of service, average earnings, age, 
etc. Actuarial adjustments are additional changes in B,(s) which compensate 
workers for postponing acce^ ince. B,{s) increases by some percentage for 
each year benefit^ are postponed. Thus, pension wealth is sensitive to the 
method in which benefits are adjiisted, either by increased contributions or 
by some defined benefit rule, or because of a postponed actuarial supplement. 
(The assumptions behind our calculations of pension and Social Security 
WEALTHS and DELTAS are discussed in the Appendix.) 

It is important to recognize the difTerence between a change in the 
oension wealth and the pensiosi income available in a single year. Two workers 
both eligible to receive $5,000 in annual pension benefits if they leave their 
job today may act quite diCerently if the first worker, by decaying acceptance, 
receives substantially larger benefits in all subsequent years, while the second 
worker receives no increase in future benefits. In the first case, the increase 
in future pension income offsets the loss in benefits this year, while in the 
latter case, postponed benefits are lost forever. 

Depending on the details of the retirement income plan, the DELTA 
vaiue can be posi 've (a wealth gain under our definition) or negative (a 
wealth loss). In a related paper [9] we analyze the distributions of pension 
and Social Security DELTAS for the RHS sample. By^age 65 (the modal 
mandatory retirement age prior to the ADEA Amendments) virtually all of 
the eligible respondents in our sample had negati/e DELTA values — that is, 
they would lose pension and Social Security wealth if they continued working. 
In that paper we treated wealth loss as a pay cut, and suggested that th^ 
structure of the pension may provide employers with an alternative to man- 
datory retirement to induce job exit. In this paper we test whether workers 
do appear to be sensitive to these incentives, and we find that they do. 
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The Model 

y^^j^. ^^'^ P'T" ^WEALTH) and the change in pension w^Ith 
(DELTA) are the theoretically and empirically important determinants of 
labor supply decisions. For this reason we concentrate on these aspects of a 
pension rather than its value in a single year." When the increase in yearly 
benefits associated with ft.- new B{s) just otfsets the loss of benefits during 

i'n'^S:!'*" contributions paid into the pension 

plan during the penod. the pension is neutral and DELTA is zero. In such 
a case a pension, like any other asset, will have only a wealth effect on labor 
n??ri ^^^^^ ^ "Pt"'"' by the WEALTH term. Only when 

^w. AA-^ " °f P^nsio" acceptance have 

his additional eflcct on job separation. More formally, given equation (2) 

n k'''*''' ' T''" to '"ve the job and collect a pension 

can be shown by using the indirect utility function of equation (3): 

f - A^{s), W{s), Z] 
In this model an individual's well-being is a function of his/her wage earnings 
7llTy " K Period of life, pension wealth here denoted W(s), and other 
lactors Z such as mantal stctus and other personal characteristics. Both the 
wage earnings and pension wealth variables can be affected by the period 
(J) during which pension benefits are accepted. 
Equation (4) states that: 

(^) dn/dw > 0; du'dW > 0 

that is, increase in wages or in pension wealth increase well-being. Equation 
C5) shows the effect on well-being of a change in the period in which pension 
Denents are accepted: 

(5) JfL _ _J{i_dm^ dn dw(s) 

dU, dW{s) d(s) dw(s) dis) 

IV^H!^ '^^IT " "'^^'^'''y '^'P^t '° of acceptance, 

the pension wealth oes not change with (j) and the first term in equation 

of ch<.nget ,n tht Mset vlue of OASI » not eoiMidtrcl in the theoretical section of Bosldn 
JhZ r T""^ Hurd. H.11 ,nd JohMon acknowledge the 
.mporunce of a multipenod modd but pre^nt none. Their empiri«.l estimate of the value 
or a pension is a ungle-yeai unadjusted flow value which does not make a ...inction between 
mitial or permanent benefit lots. For example* of attempts to use a repUetment rate as an 
explanatory vaHable of OASI accepUnce and labor fcrx exit, see U.S S ^ent of 
He. th. Education, and Welfare (23, 24]. For an example of the use of a reRlaSment rate 
vanaDle for private pension accepUnet, see Barfield and Morgan [2] 
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(5) is zero. But if the prcscni value of lifetime benefits falls when acceptance 
of benefits is delayed, this first term is negative. If the alternative wage, either 
in another job or in home work (leisure), is less than the wage in the current 
job, delaying acceptance permib^ continuation of the job for another period, 
and the second term in equation v'> is positive. 

(6) mU*) ~ m(j) ^ for all other s 

Equation (6) slates that workers will attempt to maximize their well-being 
by choosing a work path such that pension acceptance and job separation 
occur at j*, the period for which utility is maximized. As equation (5) shows, 
the trade-off between potential wages and potential changes in the asset value 
of the pension is the crucial financial factor in the decision to separate from 
a job. 

Employers can affect the ate of retirement by tilting pension benefits 
to ensure that s* occurs at the age they desire employees to separate from 
the firm. Mandatory retirement rules are relevant constraints to continued 
job tenure only if 5* is greater than the prescribed mandatory retirement 
age. Whether a worker completely leaves the labor force or simply changes 
jobs depends on whether his opportunity wage rate in alternative employment 
exceeds his reservation wage. 

The effect of Social Security on job exit can be captured in the same 
way. Like pensions, after some point Social Security wealth falls and this 
increases the likelihood of job exit.' It is important to note that Social SecurUy 
and pensions can affect work marginally through chuiges either in hours 
worked on the same job or in hours worked on another job, and discretely 
by increasing the possibility of moving from full-time work to little or no 
work. Our model captures discrete changes th'it involve either movements to 
new jobs or exit from the labor force. We do r.oi predict the changes in hours 
that these changes might bring. 

The emphasis here is on the way that pensi^*n plans influence job exit. 
This discrete decision is very much like the discrete decision to participate 
in a negative income lax program. Ashenfelter [1] points out that a family 
that is offered the opportunity to participate in a negative income tax program 
will do so if the harmful effect of participating— a decrease in the after-tax 
wage rate that a family member faces— is outweighed by the beneficial ef« 

^ In fact, the relationship between OASI and work U more complicated. A worker who suys 
at a given job cannot at the same time receive a private pension from that job. This is not 
the case with Social Security, which exempts a certain amount of earnings ($2400 in 1974) 
and then reduces benefits by $1.00 for every $2.00 of wage earnings. Our model ignores 
this option and defines Social Security DELTA as the difference between current Social 
Security wealth and the wealth following an Incremental year of work, plus employee Social 
Secunty Uxes during the ycai. For a fuller discussion of this issue, see Burkhauscr and 
Quinn [9]. For a complete graphical exposition of the budget constraint facing older workers, 
see Burtlessand Moffitt [11]. 
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feet— the increase in the guaranteed income level the family will receive. The 
decision to leave a job and take a pension may be similarly analyzed. It will 
depend on whether the fall in wage earnings is compensated for by the change 
in retirement income wealth from pension acceptance. 

In additipn to the economic variables (wage earrings, DELTA, and 
WEALTH), demographic and health variables are included in the empirical 
analysis. Sex, class of worker, and age are used to disaggregate the sample, 
to isolate more homogeneous groups for analysis. The sample used in this 
paper is non-sjlf-employed men aged 62 to 64 in 1973. Marital status is an 
independent variable, as is mandatory retirement after the transition period 
(that is, after 1975). The latter is included to test for the existence of an 
anticipatory effect of mandatory retirement bvfore the date occurs. 

Health status has always been found to be an important variable in 
retirement research. When retired people are asked why they retired or left 
their last job, health is a frequent response. (See Barfield and Morgan [2], 
Reno [21], or Schwab [22].) In addition, when actual retirement behavior 
IS analyzed in a multivariate (regression or logit) framework, health emerges 
as a significant explanatory variable (see Gordon and Blinder [14], Boskin 
and Hurd [5], and Quinn [19]). The RHS does not include clinical diagnostic 
data on respondents' health problems. It does, fortunately, contain a number 
of subjective questions concerning work limitations, health status (relative to 
peers), and changes in health status since the previous interview. Since we 
are concentrating on labor force transitions over time, we utilize health de- 
terioration during the transition period. We have intentionally not used re- 
sponses derived from questions regarding reasons for retirement, since these 
may be unreliable measures of health status (see Quinn [19], fn. 3). 

///. DATA, RESEARCH METHODOLOGY, AND FINDINGS 

This research utilizes the Retirement History Study (RHS), a ten-year lon- 
gitudinal survey of the retirement process begun by the Social Security Ad- 
ministration in 1969. We have four years of data, at two-year intervals, on 
more than 8,000 respondents aged 58 to 63 in 1969. The RHS contains 
information on current labor force status, job history, health status, income 
and assets, consumption expenditures, social activities, i,Ld the labor force 
status and history of the spouse, if applicable, ^n addition, the Social Security 
Administration has appended its internal earnings record for each respondent, 
thereby permitting precise calculation of potential Social Security benefits.' 

In this paper we are concentrating on the group most likely to confront 
a mandatory retirement constraint— men aged 62 to 64 in 1973 (and therefore 
64 to 66 in 1975).* We have eliminated certain groups, such as the bedridden 

6 The sample has been disaggregated by age because these groups were subject to different 
Social Security inccnUves. Thow 50 to 61 (in 1969) were ineligible for Social Security 
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and housebound, the self-employed, and government workers, and are left 
with a sample of 1 ,048 men, 921 who are not subject to mandatory retirement 
during the two-year transition period, and 127 who are.' 

We are investigating the impact of mandatory retirement constraints on 
the labor market transitions of older workers. The transition we emphasize 
here is the decision to leave one's base-year (1973) jo^ . Even at this age, 
however, a few workers who leave decide to take a new job rather than 
withdraw from the labor force. Empirical estimates for this second decision 
(new job vs. no job) are not included in the tables but are discussed and used 
in the simulations. 

The methodology involves two stages. First we isolate those employed 
individuals who do not face mandatory retirement during the transition period 
and analyze the factors that explain their observed transitions. then use 
these equations to predict the transition behavior of those with mandatory 
retirem nt, on the basis of all their explanatory variables (health, Social 
Security and pension status, etc.) except mandatory retirement. We are im- 
plicitly assuming that the two subgroups differ only in mandatory retirement 
and in the distribution of their other explanatory variables, bu* not with 
regard to preferences or unobserved variables." We draw conclusions con- 

rctircd worken' bcncfiU at the beginning of the transition period. Thoac 62 to 64 (in 1973) 
were eligible, 'out only for reduced benefits. The olccst group (65 to 67 in 1973) had already 
become eligible for fuU Social Security incenUves. It u important to remember that although 
the wording of the earnings test does not change when one reaches 65, the incentives do— 
und dramatically. This occurs because the actuarial adjustment drops from about 6% to 1 
percent (3 percent u of 1982). With an actuariaUy fair adjustment, the incentive effect of 
the earnings test should be mitigated by the adjustmentt. BenefiU forgone now (because 
of earnings over the exempt amount) would not reaUy be forgone, but just delayed, and 
returned in the form of appropriately higher benefitt later. It is not clear whether 7 percent 
is fair or not, in an expected value sense; it is clear, however, that it is much fairer than 1 
percent or the 3 percent effective in 1982. 

7 The iclf-employed were excluded because they work in a very different institutional envi- 
ronment than do wage and saUry workers, and are r«iierally unaffected by mandatory 
retirement constraintt. The government workers are dropped orimarily bccauK of their 
pension situation. All federal employees (and some state and local employees) ire excluded 
from the Social Security system and have employer (civil service) pensions that resemble 
Social Security more than they do most employer pensions. Since w keep Social Security 
and employer pensions serrate in the analysis, we decided to avoid the confusion by 
concentrating on private-sector workers. In addition, the mandatory retirement age U r most 
federal government worken was 70 durjig this time (and has since been eliminat d), so 
there wu little to be learned about this issue from this subsample. 

8 This is a strong assumption. In choosing occupations and employers, workers may consider , 
the manoatory retirement provisions. If thU u true, this variable may be correlated with 
retirement pr^erences, with those who prefer to work longer underrcprcscntcd in jobs with 

the constraint. A full simulUneous model of the selection of job attributes (including mAn- 
datory retirement and pen ions) and retirement behavior is beyond the scope of thi' ftper. 
As we will argue below, ' -owever, we suspect that this biu is small and that it works to 
overestimate xhe impact « i mandatory retirement, which we find to be small. 
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ccming the impact of mandatory retirement by comparing the predicted and 
actual behavior of those under the constraint If their actual behavior is 
accurately predicted by these other variables, then there appears to be little 
impact of mandatory retirement; it is largely a redundant constraint If large 
differences between predicted and actual retirement patterns remain, how- 
ever, mandatory retirement may be the explanation. 

Transition Equations 

The transition equations arc estimated with both regression and logit tech- 
niques. The regression results are included because the coefficients are direct 
estimates of partial derivatives (changes in probability) and are therefore 
easy to interpret and discuss. The logit results are introduced because they 
are more appropriate for estimation problems with dichotomous dependent 
variables. The qualitative findings and predictions are almost identical, as is 
shown below. 

Among these 921 men employed in 1973, 49 percent held the same job 
in 1975, 11 percent had moved to a new job, and 40 percent held no job in 
1975. What explains these differences in behavior? The empirical results for 
the decision to leave the base-year job are shown in Tabic 2, Since the 
dependent variable equals 1 if one aoes leave, these arc " 'sjt" equations.' 

Health is clearly an important determinant in the ? - •.rj.ment decision, 
and this is confirmed in our regression results (Table 2, col. 1). Health de- 
terioration during the transition period is highly significant and lowers the 
probability of staying on the 1973 job by almost 10 points. Marital status 
and the existence of a mandatory retirement in the future were not significant 
determinants. The point estimates, however, suggest that married men arc 
more likely to quit and those anticipating mandatory retirement after 1975 
less likely. 

The most interesting results, however, are the coefficients of the financial 
variables. As expected, higher earnings potential, ceteris paribus, induces 
older workers to stay on the job. And also as expected, financial penalties 
indvce them to leave. Both the Social Security and pension DELTAS are 
significant explanatory variablcsr— the higher the weal h loss that occurs with 
an additional year of work, the higher the probability of withdrawal from 
the job. Each $10,000 in wealth loss is associated with increased quit prob- 
abilities of two to three percentage points.*^ Since pensions (and DELTAS) 



9 Our dqwndent viriable is based on actual labor force sUtus at two points in time, and we 
do not distinguish between quiU (retiremenU) and layoffs. In this age cohort, however, 
among those not subject to mandatory retirement, we suspect that most all terminations 
are quits. 

10 In this paper we are interested in the impact of changes in mandatory retirement laws on 
labor force participation behavior We assume that those who have already withdrawn will 
not be affected by changes in a nonbinding constraint. Therefore, we concentrate only on 
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are correlated with mandatory retirement, we hypothesize that some of what 
may look like a mandatory retirement effect may really be the influence of 
pension and Social Security incentives. We will estimate the importance of 

this below. . ■ n 

Even if pensions did treat early and late retirements in an actuarially 
fair manner (and the DELTA values were zero), pension and Social Secunty 
programs should still have a straightforward wealth effect. The rights to 
future streams of retirement benefits dc represent wealth and in fact are more 
important, in aggregate, than other more traditional forms of wealth (sec 
Quinn [201). Of the WEALTH terms, only the pension coefficient is signif- 
icant Weak wealth effects are frequently found in the retirement (ard other 
labor supply) literature and may reflect an unobserved correlation between 
wealth and a proclivity for work." 

In the second column are the logit results. The signs and significance 
levels are almost identical. Health deterioration, negative Social Security or 
pension DELTA values, and pension wealth appear to induce job separation, 
whereas high earnings levels discourage it. Marital status, future mandatory 
retirement, and Social Security wealth are statistically insignificant. 

As mentioned above, we also estimated equations for those wno did leave 
their base-year jobs, to predict whether they moved to a new job or out of 
employment altogether." The explanatory power of this equation is very low, 

,j „f ,he trantition period. The Social Security "^ff f j"' 

therefore underestimate the overall impact of OASI on the populaf on as a whole (not of 
interest here) because they miss the effect on those who retired at 62, perhaps in response 
to Social Security eligibility. . 

The model also undersUtes the impact of Social Secunty on those in our sample by 
ignoring any effecu on hours of work. Social Security differs from most pensions in that it 
I^rmits partial retirement and continued work on the same job. There ,s an exempt amount 
before OASI benefits are decreased, and the implicit tax rate .s 50 percent after that In 
contrast, pensions usually require complete withdrawal from the J"''' ""J"^^^^^^ 

from the industry. Since our model concentrate* on discrete changes in behavior rather 
IZJncontinuous changes inhours. we miss whatever hours effect Social Secunty induces. 

except when accompanied by a job change. „ , -.u - for 

11 -i-his point was originally made by Greenberg and Ko.te« (151. ^^^^^^'^'J^'^'^V^ 
work are likely to have accumulated wealth (including retirement benefits) am/ are likely 
To ti'later than others. This is not because one aius« the other, hit because M^^^^^^^ 
caused by this unobserved personality charactenstic. Th« P<»"'^t 

rndTial^r supply tends to mask the negative causal relationship which economic theory 

""^Sndard wealth variables (e.g.. stocks, bonds, real estate, etc.) were «« i^'-ded 
the final equation, for two reason,. First, they are very P*"'" J"' 
hiah oroportion of "No answer" or "Don't know" responses. Second, the vanable was 
SifsistenUy insignificant, probably because of me«urement error and the missing vanable 

problem mentioned above. c ,.. .u- n^ntmn 

The specification we use here differ, slightly from tho«> used in Table 2 F'«t. the pension 
D£' rTterm is excluded since nearly all pensions require that one leave the )ob (and 
^teUmiTeindulStTutrarelyrequi^^ Inotherwords. 
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but a few interesting results appear. Those who leave their jobs and whose 
health deteriorates are less likely to remain employed, though the effect is 
not quite significant. Eligibility for a pension on the base-year job and pension 
wealth are both deterrents to reemployment. Social Security wealth, on the 
other hand, is not significant. This difference may reflect th-^ fact that pension 
rules (unlike Social Security) do sometimes prevent reemployment in the 
same industry. For someone with conside;able industry-specific training, this 
constraint would mean a sizable wage decrease in alternative employment, 
and a large disincentive to finding a new job. Finally, the market wage rate 
is significant and positive, indicating that respondents are more likely to move 
to a new job the higher the reward for doing so. 

Transition Predictions 

The equations above ivere est Aed using only those respondents who were 
not subject to mandatory retirement during the transition period. In this 
section we concentrate on the men in the sample who were. Of these men, 
all of whom were employed in 1973, 83 percent were out of the labor force 
by 1975 (sec Table 3). Of those remaining in, 9 percent were still on their 
1973 job and 8 percent had switched jobs." This contrasts strongly with the 
behavior of those who were not subject to mandatory retirement by 1975. 
Of these, only 4\ percent moved out of the labor force, 48 percent stayed on 
the 1973 job, and 11 percent changed jobs. These numbers represent a very 
large potential mandatory retirement effect. The percentage moving out of 
employment i« more than twice as high (83 vs. 41 percent) among those with 
a mandatory retirement constraint. Although interesting, this is not the rel- 
rvant comparison since it ignores differences in other characteristics. In Table 
3, we predict how those subject to mandatory retirement would have behaved 
if this constraint had not existed but all their other characteristics remained 

the pension (and the DELTA) can be claimed in either case, so the DELTA should not 
affect the choice. Concerniug the Social Security DELTA, the theory is less clear, since 
the regulations penalize earnings (after the disregard) from any source. The Social Security 
DELTA wu not significant, however, and so it was dropped. FinaUy, the market wage is 
represented by an imputed wage rate (from aUndard human capiUl equations for white- 
and blue-coUar workers separately) rather than by last year's earnings. We argue that those 
earnings reflect firm-specific human capiUl and accumulated seniority, both of which are 
forfeited when the b«se*year job is left, ihe imputed wage reflects the average reward paid 
in the market for the individuaPs characteristics. 
13 Eleven workers subject to mandatory retirement during the transition period were found 
to be on the same job two years later— an apparent contradiction. There are at least three 
possible explanations for this. In some cases mandatory retirement provisions exist, but 
special exceptions can be made by management. In other cases, the mandatory retirement 
applies not when one turns 65. but at the end of the year in which om turns 65. Someone 
turning 63 in early 1973 and reporting mandatory retirement at 65 i»uld then work all of 
1975 and be found employed during the 1975 survey. Finally, there could be reporUng or 
recording errors in the mandatory retirement or labor force dau. 
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TABLE 2 

JOB EXIT EQUATIONS FOR MEN AGED 62-M 
(Dependent Variable = 1 if respondent leaves 
his 1973 job by 1975) 



Regression Results Logit Results 



Explanatory Variables 


B t 


B 


/ 


Constant 


.464 


-.169 


.58 


Health deterioration 1973-1975 


.098 2.37* 


.300 


1.68* 


Mandatory retirement after 1975 


-.050 1.07 


-.087 


0.43 


Married 


.066 1.16 


.303 


1.23 


Earnings last year 


-.010 2.76* 


-.042 


2.53* 


Social Security DELTA 


.019 2.30* 


.112 


2.83* 


Pension DELTA 


.032 2.04 


.221 


2.67* 


Social Security WEALTH 


.003 0.21 


.029 


0.52 


Pension WEALTH 


.033 2.25* 


.125 


1.79* 


Ftcst 


4.69* 




Definitions of Variables and Mean Values 












Mean 


Variable 


Definition 




Value 


Health deterioration 


"How would you say your health today 






compares with your own health two 






years ago? Is it better, worse 


or the 






same?** (Worse - 1) 




.25 


Mandatory retirement after 1975 


Mandatory retirement some time after 




the transition period (1973-1975) 


.22 


Married 


(Yes - 1) 




.87 


Earnings last year 


(Thousands of dollars) 




8.78 


Social Security DELTA 


Sec text (thousands of dollars, at 5% 






discount rate) 




-.19 


Pension DELTA 


See text (thousands of dollars, at 10% 






discount rate) 




- 46 


Social Security WEALTH 


See text (ten-thousandn of dollars, at 




5% discount rate) 




4.66 


Pension WEALTH 


See text (ten-thousands of dollars, at 






10% discount rate) 




.86 



* Significant at 5 percent level, one-tail test. 
••Likelihood ratio index. 

the same. We derive these predictions from logit results (Table 2) by applying 
them to the mandatory retirement sample. If our predictions, which ignore 
mandatory retirement, turn out to be quite close to actual behavior, then 
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TABLE 3 

TRANSITION PERCENTAGES, ACTUAL AND PREDICTED, 
FOR THOSE WITH AND WITHOUT MANDATORY PETIREMENT (MR), 
MEN AGLD 62-64 IN 1973 





Out of the 






Mandatory Retirement Sutus 


Labor Force Same Job 


New Job 


Not subject to MR: actual 


41 


48 


11 


Subject to MR: predicted 


63* 


35* 


2* 


Subject to MR: actual 


83 


9 


8 



a Based on an equation not shown in the text, but available from the authors, 
b Based on tAe logit results in Table 2. 



there is little room for a mandatory retirement effect. The larger the gap in 
predicted vs. actual behavior, the greater the potential impact of mandatory 
retirement. 

As is seen in Table 3, differences in other explanatory variables explain 
much, but certainly not all, of the differences between those who are and are 
not currently subject to mandatory retirement. Only 41 percent of men who 
were net subject to mandatory retirement are out of the labor force in 1975. 
Of those who were constrained, we predict (with the logit results) that 63 
percent would be out, but 83 percent were. Of the initial 42.percentage-point 
gap (83-41), 20 points arc explained by other differences (83-63) and 22 
points are not (63-41). From another view of the same transition, 48 percent 
of those not facing mandatory retirement were in the same job by 1975. Of 
those who did face it, we predicted that 35 percent would stay, but onlv 9 
percent actuaUy did. Of the 39-point differential in actual behavior, then, 13 
points (33 percent of the total difference) are explained while 26 points are 
not. 

In su:.imary, there arc large differences in labor force behavior between 
those who are and who are not currently subject to mi idatory retirement. 
Those who do face mandatory retirement are more than twice as likely to 
leave employment as those who do not. Approximately one-half of this dif- 
ference, however, can be attributed to other factors, such as the different 
pension incentives which apply. Tbc remainder cannot be explained and might 
be attributed to the residual factor, mandatory retirement. 

These unexplained residuals, however, probably overstate the impact of 
mandatory retirement. The distribution of workers among jobs with and 
without mandatory retirement may not be random, and may be correlated 
with retirement age preferences. For individuals who prefer to work after 
age 65 (or, under current legislation, 70), a compulsory retirement rule is a 
serious drawback. It will result in either an involuntary retirement or a job 
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switch at an age where job and career transitions are often very difficult. 
Such individuals may tend to stay away from jobs with this constraint, either 
by avoiding them completely or by moving out long before the compulsory 
date arrives. Those who prefer to retire at or before 65, on the other hand, 
would not view compulsory retirement provisions as a drawback and may be 
disproportionately represented in such jobs. 

Statistically, this issue can be viewed in two ways— as a case of speci- 
fication error or one of simultaneity bias. In the first, an unmeasured ex- 
planatory variable (taste for retirement) is missing and is positively coneH.^ed 
with one of the variables we are analyzing — the presence of mandatory re- 
tirement provisions In the second, a dimension that we are treating as ex- 
ogenous (the existence of mandatory retirement provisions) is not strictly so, 
but rather is jointly determined with the retirement decision we are studying. 
In either case, mandatory retirement will appear more important than it is.»* 

Unfortunately, this is only speculation. We can establish the direction 
but not the ude of this effect. The latter would require a complete 
model of initial job and job characteristics selection and job changes during 
the work life, and that is not the focus here. We suspect this bias is small, 
however, because of the long job tenure of most of our sample. More than 
57 percent had been on their current jobs 20 or more years, and over 78 
percent had more than 10 years of seniority. We suspect that mandatory 
retirement provisions, which are subject to change over time anyway, are not 
of major concern in the job selection process of younger workers, and therefore 
that the correlation with retirement preferences is low. In any case, the bias 
exaggerates the impact of mandatory retirement which, we will argue, is 
small anyway. 



IV. SUMMARY AND CONCLUSION 

This rescr ;ch suggests that mandatory retirement docs have an effect on the 
labor supply patterns of older workers, but that it is smaller than simple 
comparisons of the two groups would indicate. This is because those with 
mandatory retirement provisions often face other factors (primarily retire- 
ment income) that induce labor force withdrawal. We have suggested that 
our estimates of the mandatory retirement impact are upper bounds of the 
actual effect. In this section we use these results to estimate the magnitude 
of the mandatory retirement effect, in absolute terms and relative to the size 

14 Some support for this is prcicnte by Halpcm (17J who finds very few people, in either 
the National I-ongitudinal Surveys or the Surveys of New Benefici- ^, who are subject 
to mandatory retirement, who do not retire at that age. ami who ci i they would prefer 
to work longer Our research suggesu why. 
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of this age cohort. Wc do this by asking how the labor force wo/Id have 
changed over this two-year period if mandatory retirement at age 65 had 
been forbidden in 1973, as it currently is. 

These estimates are, of course, only a first approximation, since they are 
made in a partial equilibrium framework. Ehrenberg [13] has pointed out 
that wages, pensions, and mandatory retirement rules are probably deter- 
mined simuluneously, since they are all parts of the compensation package. 
In the simulations below we consider the effect of changes in mandatory 
retirement, but leave wage rates and pension characteristics unchanged. The 
ultimate impact of the change in the law will depend crucially on how firms 
alter these other dimensions of the package, particularly pension rules. This 
response remains to be seen. 

It shouid also be remembered that these are the estimated results of a 
counterfactual experiment being run in the mid-1970s, prior to the change 
in the mandatory retirement law. Many things have changed since then. A 
decade of inflation has changed the real value of many employee pensions. 
I abo/ markets have weakened considerably, perhaps increasing employer 
pressure and decreasing employee desire to retire. And the actuarial adjust- 
ment for delayed Social Security accepUnce past age 65 has been increased 
from 1 to 3 percent per year. This is still far less than actuarially fair, so 
that incentives of the type we have described still exist. Legislation passed 
in 1983 will gradually raise this actuarial adjustment to 8 percent between 
1990 and 2009. This final rate will be close to actuarially fair and thus will 
substantially reduce the size of the Social Security DELTA for most workers. 
Accurate estimation of the magnitude and impact of these recent events, 
however, would require an analogous daU set from the 1980s. 

We have estimated two mandatory retirement effects. The major one is 
runniiig into the constraint during the transition period and the minor one 
is having such a constraint later. The former was studied with the method- 
ology discussed in this paper. For the latter, we simply inserted a dummy 
variable into the equations. Its coefficient was negative (suggesting that people 
are slightly less likely to leave their job before mandatory retirement), small, 
and insignificant (see Table 2). Its effect is ignored in the counterfactual 
experiment below which may lead to a slight overstatement of the effect of 
the mandatory retirement amendments on job effort. 

Table 4 estimates the increase in the labor supply of men aged 64 to 66 
in 1975 which would have occurred if mandatory retirement constraints had 
been eliminated. We begin by estimating the proportion of those men aged 
62 to 64 in the labor force in 1973 who faced mandatory retirement before 
1975 (now), after 1975 (later), or never. We then applied these proportions 
to the total population of employed men aged 62 to 64 to get the absolute 
number in each category (row 1). These numbers were then multiplied by 
the actual proportion of each group who remained in the labor force through 



TABLE 4 

IMPACT OF ELIMINATING MANDATORY RETIREMENT (MR) 
ON THE LABOR SUPPLY OF MEN AGED 62-64 IN 1973 



Men Working in 1973 Subject 
to MR Rules (OOP)' 



Male Population Aged 62-^4 
(000) 

Labor Force 
Participation Rate* 





Now 


Later 


Never 


Total 


Total- 


(Employed/Pop.) 


1973 


238« 


364* 


1,039« 


1,641 


2,376- 


69% 


Preamendment MR rules 














Still in LF in 1975 


40 


200 


603 


843 


2,236* 


38% 


% decline over 1973 


83% 


45% 


42% 


49% 






Postamendment MR rules 














Still in LF in 1975 


88 


200^ 


603 


891 


2,236- 


40% 


% decline over 1973 


63^ 


45% 


42% 


46% 






Change (000) 


+48 


0 


0 


+ 48 




+ 2% 



a Nc »< « during the transition period 1973- 1975; later -» after 1975. 
b Estin*?te derived from Social Security data. 

c Percentages of male worker population subject to MR, based on Table 1. Total labor force population based on estimates derived 

from Social Security data, 
d Estimated from BLS data, 
e Survivor rate, based on life tables for men. 

f Using the value of the mandatory retirement > riable at .he mean value of the logit equation would reduce the work effort 
of this group by 4 percent. 



3 

m 

o 

c 



o 

X 

G 

> 



G 

o 



-a 




81 



77 



Burkhauser and Quinn | 355 

1975, given the institutional arrangements (the pre- Amendment rules) which 
actually existed. These proportions, derived from the RHS sample, yield the 
absolute labor force magnitude in row 2. To derive the number in row 4 we 
added to these proportions the mandatory retirement effect and multiplied 
these augmented proportions by the population estimated in row IJ* The 
absolute increases in labor force participation are seen in row 6. 

These rough estimates indicate that approximately 48,000 more men 
who were employed in 1973 would have remained so in 1975 had there been 
no mandatory retirement at age 65. This is an increase of about 6 percent 
(48/843) in the size of this employed pool. All of the increase occurs among 
the small proportion of men who would have confronted mandatory retirement 
during the period. This change would be slightly offset i*" we included the 
small (and statistically insignificant) anticipatory effect. We assume that the 
change in the law would have had no impact on those in jobs without man- 
datory retirement rules. 

This increase of 48,000 men is very small when compared to the pop- 
ulation of this cohort. It raises the labor force participation rate by only two 
percentage points, from 38 to 40 percent. It is much smaller, of course, when 
compared to the size of the total labor force. 

The impact of mandatory retirement, then, is both large and small. It 
is large in the sense that it does have a significant effect on the labor force 
participation probabilities of those older men who arc so constrained and 
who do not retire earlier. We estimate that it raises the probability of moving 
out of the labor force, over a twu-^car period, by 20 percentage points, which 
is about one-half of the raw differential separating the two groups. However, 
when we compare ihc actual number of men who work until they reach 
mandatory retirement age and would have worked longer to the size of their 
age cohort or the size of the labor force, the aggregate impact of the change 
of the law is seen to be small. 

APPENDIX 

The data for this research are taken from the first four waves of the Re- 
tirement History Study (RHS)— a ten-year longitudinal analysis of the re- 
tirement process undertaken by the Social Security Administration. The study 
began with more than 1 1 ,000 men and nonmarried women aged 58 to 63 in 
1969. The respondents were rcintcrvicwed at two-year ir. ^rvals. By 1975, 
the last wave available when this research was undertaken, the sample was 
down to approximately 8,600 due to death, institutionalization, mobility, or 
non cooperation of some respondents. Our work is based on a subsamplc of 
these 8,600 respondents. 

15 The current mandatory retirement effect is based on the logit results in Table 3 (.83 - 
.63 - 20). 
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Social Security and pension T/EALTH and DELTA variables were cal- 
culated for each worker for 1974. (We observe the respondents in 1973 and 
in 197S. We ssume those employed in 1973 remain so until 1974 and then 
make the labor supply decision we oN-crve in 1975.) This was a relatively 
simple process for Social Security because the RHS data include actual Social 
Security records and because we knew the rules on which benefits are based. 
For each respondent we calculated: 

(1) WEALTHiji), the present discounted value, in 1974 dollars, of the 
Social Security benefit stream if the individual claimed benefits in 1974 (see 
equation (1) in the text)» and 

(2' : EAL7H(\\ the present discounted value, in 1974 dollars, of the 
stream which would k^in in 1975, after the individual worked another year. 
Following the zero valuo for Social Security receipt in 1974, B{\) would 
exceed S(0) both becau?^. of the actuari il adjustment and because of the 
change in average monthly wages due to increased wage earnings. We assume 
real wa-^es for 1974-1975 would equal the actual 1973-1974 wages for all 
workers. For Social Security WEALTH we used a 5 percent discount rate 
since benefits are indexc*^ % inflation (previously by congressional act, now 
by law). Pension WEALTH was calculated with a 10 percent d^«count rate 
since pension benefits are generally not automatically indexed for inflation 
after retirement. There is considerable controversy over the appropriate dis- 
count rate for Social Security. See, for instance. Blinder, Gordon, and Wise 
[3] and Burkhauser and Turner HO]. 

As described in the text (ecuation 2), Social Security DELTA is this 
change in the WEALTH vaL. acceptance is postponed one year plus the 
employee's Social Hecurity contributions during that hypothetical year of 
additional work. 

Pension WEALTH and DELTA estimates were more difficult to obtain 
since annual benefits had «o be derived from individual questionnaire re- 
sponses. As with Social Security, knowing a yearly pension is only the first 
step in estimating WEALTH and DELTA values. Because we had no details 
on the structure of pension plans, the following assumptions were made: 

(a) 1 J**' yearly benefit described by the workers did net include a joint 
and survi ^: piovision, though some private pension plans do provide for 
aciu^^rial adjustments for survivors' benefits. 

(b) The benefit amount {Bis)) is based on years of service, so that ^n 
additional year of work increasis the benefit by 1/n, where n is the number 
of >ears with the fiim. 

(c) For those currently eligible for reduced but not full benefits, the 
benefit amount also increases because of an actuarial adjustment. Since we 
do not kno%^ these actuarid adjustment factors for the individual peasion 
plans, we used vcry rough industry averages. 

The procedure was then the same as is described above. We calculated 
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two values of pension wealth (with and without an additional y^ar of work) 
and defined DELTA as the difference. A fuller discussion of the problems 
associated with all the variables used in our analysis is available (Burkhauser 
and Quinn [8]). 
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12 The Effect of Pensiun Plans 
on the Pattern of 
Life Cycle Compensation 

Richard V. Burkhauser and Joseph F. Quinn 



Mandatory retirement is one means of enforcing long-term contracts 
between employees and firms to insure that earnings over a worker's 
tenure equal the value of that worker's marginal product. In this paper, 
we argue that pension plans provide an alternative way to enforce these 
contracts. In section 12.1, we discuss the implicitions of using pension 
plans as a mechanism for adjusting compensation to induce job exit. In 
section 12.2 we use actual earnings and pension data from the Retirement 
History Study to show the importance of pension benefits in labor com- 
pensation. In section 12.3, we show the effect of pension and social 
security rules on the pattern of net wage earnings for workers nearing 
"traditional" retirement age and consider their use as an alternative to 
mandatory retirement. 

12.1 The Effect of Fension Plnns on Net Wages 

The passage of the 1977 Amendments to the Age Discrimination in 
Employment Act increased from 65 to 70 the minimum age at which a 
worker could be terminated for reasons of age alone. Some people have 
proposed that mandatory retirement be eliminated entirely. Edward 
Lazear has argued, however, that even in a competitive labor market, 
mandatory retirement may yield ^vantages to both labor and manage- 
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mcnt (Lazcar 1979, p, 1264). He argues that while the 1977 Amendments 
wiU aid the current group of older workers, the total elimination of 
mandatory retirement would reduce economic efficiency. 

Lazear provides an important example of a life cycle approach to labor 
agreements. Once it is recognized that there is a multiperiod contract, it 
can be shown that the usual efficiency condition— that the wage equals 
the value of the marginal product (VMP)— is no longer a necessary 
characteristic of a competitive market. Though it is true that a worker's 
VMP over his tenure with a firm must equal his wage earnings over that 
period, wage earnings need not equal VMP during each period. **Other 
things equal, a worker would be indifferent between a waj^c path which 
paid him a constant dollar amoiuit over his lifetime and another one 
which had the same present value but paid him less when he was young 
and more when he was old" (Lazear 1979, p. 1264). Other things equal, 
firms also would be indifferent between the two. /is Lazear suggests, 
however, other things may not be equal, and it may pay both firms and 
workers to agree to long-term earning streams which pay workers less 
than their VMP when young and mnre than their VMP when old. This 
arrangement is superior because turnover and its attendant costs are 
decreased, and workers are indi ced to cheat less and work harder on the 
job (Lazear 1979, p. 1266). A necessary condition of such an agreement, 
however, is a mechanism for fixing a time after which the worker is no 
longer entitled to vMive wage earnings greater than VMP. Lazear 
argues that mandatoty retirement provides this mechanism. 

Qearly, mandatory retirement rules are ont means of forcing older 
workers to leave a job after soine mutually agreed upon age. In this 
paper, howe we suggest that it is only one such mechanism. Firms can 
also use pension plans either to induce exit from the job or to reduct net 
earnings (as v'efined below) after some age. When a pension plan is part 
of a total compensation package, long-term contracts can be enforced 
through pcnsioh rules which effectively penalize workers who stay on the 
job "too long." 

Employer pension plans aic an extremely important component of the 
financial environment for many older Americans. These plans are com- 
plex and differ \n many aspects, such as coverage criteria, age of earliest 
eligibility, age of full eHgibili^, benefit amount, and inflation protection 
after retirement. In empirical work on the impact of tliese plans on 
worker behavior, it is necessary to ignore many of the specifics of the 
plans (which are often unknown to the researcher in any case) and to 
s;fmmarize the plans along very simple dimensions. 

TTje wealth equivalent of pen ion rights provides an excellent summary 
statistic of the magnitude of a plan. At any moment in time, the value of a 
pension to a worker is equal to the present discounted value ot all 
anticipated future payments: 
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Pensions and Life Cycle Compensation 



(1) 



WEALTH(i) = 1 




t 



where s refers to the time period in which pension benefits are first 
claimed. WEALTH(ji) is actually a vector of asset values for a pension 
initially taken at different periods (5), all evaluated in present discounted 
value terms adjusted to period 0. is the probability of living through the 
ith period, and B^s) is the benefit stream associated with a pension 
accepted in period s. The discount rate is r, and n denotes the age at the 
end of benefit receipt (arbitrarily chosen to be 100 in this research). 

Pension wealth is higher, the earlier one is eligible to accept benefits, 
the higher the benefits upon receipt, and the lower the relevant discount 
rate. The disc unt rate has two components: the real rate of interest 
(reflecting the tact tha. ne would prefei a real dollar now to one in the 
future) and the expected rate of inflation (since nominal dollars in the 
future will buy less than they do today). In cases where plans are fully 
indexed (such as social security and federal government employee retire- 
ment benefits), the inflation component disappears. Where future ben- 
efits are only partly indexed (as with many state and local government 
plans), only the uncovered portion of inflation is included. 

By structuring pensions so that their value falls when receipt is post- 
poned past some age, employers can ensure either job exit or a reduction 
of real wages of workers who remain on the job past that age. We define 
DELTA as the change in pension wealth from period 0 to period 1 plus 
r(0) — the worker's contribution to the pension during the period (which 
is 0 in noncontributing plans): 



The sign and magnitude of DELTA depend on how the ^enefit stream 
changes when one delays receipt. There me two possible sources of a 
change in fl,: the benefit calculation formula and the postponed benefit 
adjustment formula. In a defined contribution pension system, yearly 
benefits are based on employer and employee contributions paid into the 
system. A worker continuing on his job until period 1 would increase 
B,(s) in the future because of increased contribution^ by him or the firm. 
Most pension systems are defined benefit plans, hov;ever, in which there 
is no direct relationship between yearly contributions and benefits. In 
such a case, B,(s) will increase on the basis of other criteria, like years of 
service, average earnings, or age. 

Actuarial adjustments are additional changw B,is) which compen- 
sate workers for postponmg acceptance, fl,(s) : cases by some percent- 



(2) 



DELTA = WEALTH(O) - WEALTH(l) + C(0) 




ERIC 




85 



398 Rkhard V. Buiiduiiiser/JO0epL F. Quinn 



age for each year benerits are postponed. Thus, pension wealth is sensi- 
tive to the method in which benefits are adjusted, either directly by 
increased contributions or by some defined benefit rule, or because of an 
actuarial supplement for postpo.ied receipt. 

It is important to recognize the difference between pension wealth and 
the pension income available in a single year. Two workers both eligible 
to receive $5,000 in annual pension benefits if they left their jobs today 
may act quite differently if the first worker, by delaying acceptance, 
receives a substantially larger yearly pension in the future, while the 
second worker receives no increase in benefits. In the first case, the 
increase in future benefits offsets the loss in pension benefits this year, 
while in the latter case, postponed benefits are lost forever. 

How then does a typical pension effect life cycle earnings? For simplic- 
ity, we assume in figure 12.1 1 - VMP of a worker on the job and in 
all other activities is constant ^.*oss life, but that the employer and 
employee find that it is optimal to agree on a lower yearly salary at 
younger ages. Total yearly compensation (wnat we define as net earn- 
ings) equals wages and salary minus DELTA, the loss in pension wealth.^ 
In this example, we assume the worker is vested at age i4, arst starts to 
receive total compensation above VMP at age B, and reaches peak total 
earnings and pension wealth at P. After that age, decreases in the asset 
value of the pension reduce net earnings until at 5* they just equal VMP. 



Wage Earnings 
and 

Net Earnings 



H 




VMP 



A 



B 
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Notice, however, that lifetime earnings also equal lifetime marginal 
prcJuct. Hence, the area (HIJKL) equals the area (JPQ) (in present 
discounted value terms). The ability to mix pension benefits and salary 
enables the employer to decrease actual net earnings, even as wage 
earnings (the size of the paycheck) continue to increase. We argue that 
changes in pension wealth can have a significant effect n the actual net 
earnings of older workers and can provide employers with an alternative 
means of enforcing long*term labor contracts. 

12.2 The Importance of Retirement Income Plans 

Pension wealth is important in the retirement decision in two ways. 
First, it has a wealth effect as does any asset. The higher the pension 
wealth, ceteris paribus, the higher the probability of labor force with- 
drawai. But equally important, pension wealth is not a constant, it varies 
with the age at which the pension is claimed. This concept of wealth 
change (DELTA) is central to this paper, and we treat this change as a 
component of current compensation. When positive, DELTA represents 
a wealth loss— a cost to continued work, or equivalently, an earnings 
reduction. When negatwe, the present discounted value is increasing by 
more than the employee contributions, and net earnings are higher than 
they appear. 

Both t>e WEALTH and DELTA values for workers around retire- 
ment age can be substantial. We use data from the Social Security 
Administration's Retirement Hj<;tory Study (RHS) to <^<;timate these 
values. (A description of the data and the derivation of these variables 
appears in the appendix .) Table 12.1 shows pension WEALTH values for 
full-time, private sector, male workers (not self-employed) aged 63 to 65 
in 1974, using 5 and 10 peicent discount rates.^ Almost two-thirds of the 
sample has some pension wealth (either from their current job or a 
previous job). Using the lower discount rate, over 5 percent of our 
sample (9 percent of those with pensions) has over $50,000 (in 1974 
dollars) in pension wealth, and one-third of the entire sample (over 
one-half of those with pensions) has benefits in excess of $20,000. One 
measure of the value of a pension for the group is that th^ median pension 
wealth value for those with pensions — about $21,000 — is over twice the 
value of median annual wage earnings for this group ($9,400). At the 
higher 10 percent discount rate, pension wealths are lower, but the 
median is still over $15,000 — one and a half times the average annual 
earnings. 

DELTA values for these same respondents are shown in table 12.2. 
These values are positive when the wealth value of a pension falls c»ver the 
year. While we know the yearly pension benefit of workers in the RHS, 
we do not know the method used by each private pension to derive these 
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Table 12.1 Ptrccnttie Dlgtribatkm a Pcnston WEALTH for FuU-Time Employed Men, Aged 63 to 65, 

by Age and DIacoiiiit Rate (5% and 10%), 1974 
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386 
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10.9 


14.9 


12.9 


14.9 
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1.0 


101 


$20,417 



5 



Source: (for all Ubles): Retirement History Study. 1969-75. 

'Median of those with poiitive pension WEALTH. Medians calculated on mtervals of $2,500. 
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Table 12.2 PercraUgc DMributioa of Pcniioa DELTAs* for FuU-Tiinc Employed Men, Aged 63 to 65, 

by Age uxl Dbcoont Rate (5% and 10%), 1974 
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'The difference in pension wealth when tlie pension is postponed one year from 1974 to 1975 See the appendix for a fiillcr explanation of this vanable 
'^me respondents have positive pension WEALTH but no DELTA because the pension was earned on a previous job DELTA refers only to the changes 
in pension wealth on the current job, since this is the only wealth affected by current labor supply decisions 
'Median of those with nonzero pension DELTA. Median calculated on intervals of $250, 
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benefits or to change them over time. Therefore, we have used data from 
the Bureau of Labor Statistics' Level of Benefits Study to assign pension 
characteristics to workers in our sample based on then* industry and 
occupation. Since years of service is the dominant method of calculation 
in defined benefits programs, we assume benent increases are based on 
years of service, a value available in the RHS, and use industry and 
occupation averages to calculate actuarial adjustments. (A fuller discus- 
sion of our methodology is found in the appendix.) 

For workers aged 63, DELTAS (discounting at S percent) are closely 
split between positive and negative values. For those aged 64 and 65, 
pension wealth falls with continued work for most workers. The median 
loss at age 65 is over $2,000— ahnost 20 percent of the median wage of 
workers aged 65 who are in jobs with pensions. For those aged 64 it is 
$1,156 or 12 percent, while for those aged 63 it is only $148. With the 10 
percent rate, future gains are discounted more heavily, and the resultant 
DELTA values are slightly larger. 

Using a very different methodology (data on actual pension plans are 
applied to hypothetical individuals), Lazear reaches similar conclusions, 
that L expected present value of pension rights generally declines at 
retirement is postponed (Lazear 1981, p. 20). He interprets this as a 
modem form of severance pay— a bonus to those who retire early. The 
terminology is different from ours, but the basic point is the same— 
beyond some age workers are penalized financially by their pension plans 
for continued work. 

The incentives implicit in the social security system can be summarized 
in analogous fashion, although there are two complications. The fint 
involves spouse's and dependent's benefit^ in the event of the respon- 
dent's death. These are important aspects of social security coverage and 
should br considered. In this work, we have ignored children's benefits, 
but have augmented social security wealth by considering the probability 
of the spouse outliving the req>ondent (using the age of each and survival 
tables) and collecting benefits on her own, at two-thirds of the combined 
rate. 

The second complication concerns an option open to workera under 
social security, but not under private pension plans— to continue working 
at the ^ame job ami collect benefits. A worker who stays at a given job 
cannot at the same time receive a private pension from that job. This is 
not the case with social security, which exempts a certain amount of 
earnings ($2400 in 1974) and then reduces benefits by $1.00 for every 
$2.00 of wage earnings. Since we are interested in discrete changes in 
labor force behavior (withdrawal from a given job), and because we are 
primanly interested in the impact of pensions on net earnings in a given 
job, we have ignored this optioi. and have defined social security 
DELTAS in the same nu .^er as above— the difference between current 

94 



90 



403 Pensions and Life Cycle Compensation 



social security wealth and the wealth following an incremental year of 
work, plus employee social security taxes during that year. The more 
difficult it is for a worker to adjust his hours within a job, the niore likely it 
is that discrete changes in labor force behavior will be the response to 
social security incentives. To the extent that workers receive benefits 
during that year and remain in their same job, this calculation overstates 
the social security cost of that employment and the disincentive to remain 
on the job. To minimize thav problem, we have restricted our sample to 
those who are employed full-time and who are, therefore, least likely to 
combine work in the same job with social security receipt. 

Tables 12.3 and 12.4 illustrate the magnitude of social security 
WEALTH and DELTA value to workers nearing traditional retirement 
age. Social security WEALTH is substantia! for our subsample of full- 
time workers. Coverage is almost universal, and over 70 percent of this 
sample hac over $50,000 in social security rights (1974 dollars— S percent 
real discount rate). At the lower 2 percent real rate, two-thirds of this 
sample has over $70,000 in social security wealth. Wealth values rise or 
fall over time depending on whether the benefits lost by delay are out- 
weighed by the future increments due to the recalculation of average 
earnings and the at^iarial adjustment. 

Prior to age 65, whetne^ the actuarial adj'istment and benefit recalcula- 
tion outweigh the benefits lost through postponement of acceptance 
depends on the discount rate used (see table 12.4). When a 5 percent rate 
is employed, aboiH 80 percent of the 63 and 64 year olds in our sample 
gain by delay. The median values of the wealth increases for those eligible 
for socid security are $1852 (for those aged 63) and $857 (for those aged 
64). When a 10 percent rate is used, only 41 percent of the 63 year olds 
and less than 20 percent of the 64 year olds gain, and the median wealth 
losses associated with a year's delay are $115 and $937, respectively.' 

At age 65, when the actuarial adjustment drops to 1 percent (3 percent 
as of 1982), nearly everyone loses with delay, and the losses arc substan- 
tial. Even with a 5 percent discount rate, the median loss in our sample is 
over $3000. At 10 percent, it is slightly higher. 

That industrial pensions and social security benefits are a major source 
of wealth for workers on the verge of retirement is clearly shown in tables 
12.1 and 12.3.^ That this wealth will vary to an important degree across 
potential retirement ages is seen in tables 12.2 and 12.4. As we will see in 
the next section, ignoring the effect these changes will lead to a 
significant overstatement of the actual net earnings of older workers. 

12.3 An Emplrka! Look at Net Earnings 

In this section we calculate the net earnings of men aged 59-65 v;ho are 
full-time wage a' . salary workers in the private sector. It is this group of 
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TaUc 12.3 PMtxntage Dbtributlon of Sodal SccoHty WEALTH, Fidl-Timc Employed M Aged 63 to 65, 

by Age and MKOont Rate (2% and 5%i 1974 
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'Median of those, with positive social secunty WEALTH. Calculated on intervals of $2,000 
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Table 12.4 P^rctntiv Dtotribrtloii oT Sodal SeciLrity DELTAj; FoU-TIim Employed Men, Aged « to 65, 
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•Social lecurity DELTA is the change in social security wealth if receipt a postponed one year (trom ly lo i» P'«^ cmp.uy« :«*u.«^ 
^S^^BecauseofthepeSiar technique us^ 

tatWiuWe rather than the 2 id 5 per«nt«tes used for social security WEALTH (See note 3 ard Burkhauvsr and Turner 1981). 
'Median of those with nonzero social security DELTA. 
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men neanng "traditional" retirement age who were expected to benefit 
most from the change in the mandatory retirement law. Usii the first 
four waves of the RHS (l%^'-75), we study men who were aged 39-61 in 
1970 and these same men aged 63-65 in 1974.' All the men in our sample 
remained on their same full-time jobs from 1969 to 1973. We analyze the 
effect of the private pension system on the net earnings of these men and, 
more importantly, on the relationship between the net earnings of work- 
ers with and without pensions and mandatory retirement. 

Table 12.5 presents the median earnings and median net earnings 
(eammgs minus private pension DELTA) at various ages for three 
subsamples defined by pension and mandatory retirement status. (A 
fourth group, those without pensions but with mandatory retirement was 
too small for analysis.) As can be seen, workers with pension plans have 
hi^er earnings than those without such plans regardless of mandatory 
retirement. 

What then is the effect of pension rules on net earnings in this age 
group? How do pensions relate to mandatory retirement as a method of 
assuring that lifetime contracts are enforced? In table 12.6, we calculate 
tht ratio of earnings net of pension DELTA to unadjusted earnings for 
those who are eligible for pensions.' (For those not eligible for pensrons, 
the ratio (as defined so far) would be 1 .) The impact of age can be seen in 
two ways. The median ratios decrease monotonically, and decline to 0 83 
by age 65. In addition, the display of the distribution illustrates the shift 
from ratios above 1 at the younger ages to below 1 later on. At ages 59 and 
60, for example, most of these workers are enjoying a slight supplement 
to pay because of increasing pension asset values. By 64 and 65, however, 
neariy all are losing, and a substantial proportion is e-^periencing a pay 
decrement of over 20 percent. 

Table 12.7 shows another interesting result. Here we compare the 
median net earnings of those with pensions to that of those without. We 
disaggregate the pension sample by mandatory retirement status and 
simply create ratios from the columns in table 12.5. For those without 
mandatory rules, we find that the median net earnings of the pension 
subsample has dropped to precisely that of those, without pensions by age 
65 (i.e., the final ratio in the first column is 1.00).' For those with a 
pension and with mandatory retirement, the ratio also falls, but only to 

These results are preliminary and are based on small samples. But they 
strongly suggest that pension systems do eventually reduce the true 
earnings of older men who continue on their same job. In fact, the 
difference in earnings between workers with and without pension plans 
narrows dramatically as workers approach age 65, and for those in our 
sample, it disappears entirely for workers not subject to mandatory 
retirement. ^ •' 
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lUk 12.5 Mcdiu Ewnlnp and Earnlnp N«« of Pndon DELTA' by Ay nd by Ptadon nd M«mUtory Rdlrtaitat StotM 
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Pcrccntace Distribotkm of Ratio of Eunineis Net of Pdukm DELTA to Earnings for Thoae with Pensions, 
by Age and Mandatory Retirement Status 
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TaMc 12.7 



lUtto of Median NH Enlnp of TiMM witfa P^nriom, 
by Maadatery Rctlrcaiciit Statat, to Median Net Earnfaigi 
of lloM wttbowt Pcnrione 



Age 



Wi-Jk jt Mandate! y With Mandatory 
Retirement Retirement 



59 
60 
61 
63 
64 
65 



1.30 
1.43 
1.24 
1.35 
1.45 
1.00 



1.36 
1.42 
1.56 
1.39 
1.29 
1 19 



Sourcx' Net wage mediam in table 12.5. 

The net earnings of workers subject to mandatory retirement also 
decreased as they neared age 65. Nevertheless, their net earnings were 
still about 20 percent greater than net income of those not subject to 
mandatory retirement rules. In fact, this may be the reason why manda- 
tory retirement was a necessary part of the personnel strategy in these 
firms. 

In table 12.8, we add the effect of social security DELTAS, using a 5% 
discoimt rate. As mentioned above, workers can continue on their job 
and receive social security benefits. For workers who do both, the 
DELTAS used here exaggerate the losses. Nevertheless, the results are 
provocative. Here we calculate the ratio of earnings net of both pension 
and social security DELTAs to current earnings for those with and 
without pensions. The medians suggest that pensions and social security 
on average provide a slight wage increase up to age 65. These medians 
hide a considerable amount of dispersion, however. Among those 59-61 , 
for example, between a sixth and a third of those with pensions lose 
retirement wealth if they continue to work . At age 65 , the median ratio is 
about two-thirds for those without pensions and nearly down to one-half 
for those with a pension. Thus, measures of compensation which do not 
take the effect of pensions and social security into consideration dramati- 
cally overestimate the value of continued work at this age. For the 
median workers in our sample ehgible for both social security and pen- 
sion benefits at age 65, unadjusted wages overstate true earnings by 
almost 100 percent. 

In this paper, we have described and estimated some of the work (or 
retirement) incentives implicit in current pension and social security 
rules. But we do not estimate the impact of these incentives on labor 
supply. In a related paper, however, we do and find that changes in 
pension and social security wealth are significant explanators of the labor 
supply behavior of older Americans (Burkhauscr and Quinn 1983). The 
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larger the DELTA values, the higher the probabilities that respondents 
leave their jobs over a two-year transition period. In fact, these variables 
do a better job of predicting transition behavior than do simple eligibility 
dummies. This is evidence that these incentives are important and that 
workers both understand their general natxire and respond to them. 



12.4 Conduskms and Data Needs 

Mandatory retirement is one method of enforcing long-term contracts 
so that the earnings of a worker over his tenure with a firm will just equal 
the value of his marginal product. In this paper, we suggest that it is not 
the only method of enforcing such contracts. Pension plans which vary in 
value across life enable employers to reduce earnings at older ages even 
when wage and salary payments as traditionally measured are increasing . 

Using data from the RHS we show that pension WEALTH is an 
important component of a worker's wealth portfolio and that pension 
DELTAS significantly affect net earnings as workers approach traditional 
r^ement age. In fact, a measure of compensation which include pen- 
sion DELTAS shows that woikers in our sample who arc not subject to 
mandatory retirement cam approximately the same amount for work at 
age 65 regardless of whether or not they are eligible for a pension. For 
those who are subject to mandatory retirement, earnings net of pension 
DELTAS fall as they approach age 65 yet still exceed the net earnings of 
those without pensions and mandatory retirement. Thus, firms do appear 
to have some motive to use mandatory retirement to enforce job exit. But 
adjustments to pensions also are used and appear to be an important 
alternative method of enforcement. Once social security is considered it 
is even less likely that workers will continue to work past the traditional 
retirement age. 

There are at least two implications of these findings with respect to 
mandatory retirement. The first is that mandatory retirement is less 
important than a simple comparison of workers with and without these 
provisions would suggest. This is because mandatory retirement often 
occurs at precisely the time that these strong social security and pension 
incentives go into effect. A simple compansoi implicitly attributes the 
impacts of aU of these factors to mandatory retirement, and thereby 
exaggerates its effect. In our paper (Burkhauser and Quinn 1983), we 
estimate that approximately half of the raw differential in quit behavior 
can be attributed to factors other than mandatory retirement. 

The second implication concerns the labor market repercussions to be 
expected from changing the age of mandatory retirement (as Congress 
has done) or from eliminating it altogether (as has been suggested). Our 
research indicates that the effect wUl depend dramaticaUy on the extent 
to which employers can change other aipects of the employment agrce- 
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ment, particularly the details of the pension system. With enough leeway, 
we would argue, firms can bring about retirement patterns very similar to 
those observed with mandatory retirement. 

A major shortcoming of this research is the lack of knowledge about 
respondents' pension plans— how benefits are determined and how they 
change over time. This knowledge is needed for two reasons. It is re- 
quired in order to calculate DELTA values more precisely and to judge 
more accurately the impact of these incentives on retirement behavio'. In 
addition, it is important baseline data from which to measure changes in 
pension rules in response, partly, to changes in mandatory retirement 
options. 

Specific data on individual pension plans are collected by the Depart- 
ment of Labor and have been used by researchers (Lazear 1981 and 
Urban Institute 1982). But such data are not generally avaUable about the 
respondents who appear in large microeconomic surveys, such as the 
Retirement History Study. In other words, we have longitudinal micro- 
data sets with superb demographic and economic data , but with very little 
detail on pension plans, ai. j we have excellent pension data with little or 
no personal dau on the individuals covered.' That we do not have both is 
particularly unfortunate because there is considerably more diversity 
across pension plans than across social security. A much larger propor- 
tion of the population is not covered, and for those workers who are, the 
vanation m benefit levels is extreme .' Linking these two types of informa- 
tion IS not a simple process. Asking individuals about the details of their 
pension plans (beyond information like age of eligibility and amount 
expected) is probably fruitless. Using existing Department of Labor files 
on pension plans has not been successful. And even asking firms may not 
always be the answer, because often they do not administer their own 
pension plans. The cost of gathering this institutional information is high. 
But so, we would argue, is the benefit. In the meantime, we must 
continue to use broad industrial and occupational averages for the benefit 
calculation rules, as we have done in this paper, and accept the biases 
which such measurement error entails. 



Appendix 

The data for this research are taken from the first four waves of the 
Retirement History Study (RHS)-a ten-year longitudinal analysis of the 
retirement process undertaken by the Social Security Administration 
Tlie study began with ovei 11,000 men and nonmarried women aged 
58-63 in 1969. The respondents were reinterviewed at two-year inter- 
vals. By 1975, the last wave available when this research was undertaken 
the sample was down to approximately 8,600 due to the death, institu- 
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tionalization, mobility, or noncooperation of some respondents. Our 

work is based on a subsample of these 8,600 respondents. (For more 

detail on the RHS, see Irelan [1976].) 
Social security and pension WEALTH and DELTA variables were 

calculated for each worker for 1970 and for 1974. This was a relatively 

simple process for social security because RHS data include actual social 

security records, and because we knew the rules on which benefits are 

based. For 1970-71, for example, we calculated 
(i) WEALTH(O), the present discounted value, in 1970 dollars, of the 

social security benefit stream if the individual claimed benefits in 1970 

(see eq. [1] in the text), and 
(n) WEALTH(l), the present discounted value, m 1970 dollars, ot the 

stream which would begin in 1971, after the individual worked another 
year Following the zero value for social security receipt in 1970, B(l) 

would exceed 8(0) both because of the actuarial adjustment past age 62 
and because of the change in average monthly wages due to u^creascd 
wage earnings. We assume real wages for 1970-71 would equal the actual 
l%9-70 wages for all workers. Because these calculations are sensitive to 
the interest rate, we use a 2, 5, and 10 percent rate, both here and in the 
pension estimates. .... 

As described in the text (eq. [2]), social security DELTA is this change 
in the WEALTH value if acceptance is postponed one year plus the 
employee's social security contributions during that hypothetical year of 
additional work. This same process is then repeated for the entire sample 

Pension WEALTH and DELTA estimates for 1970 and 1974 were 
more difficult to obtain- since annual benefits had to be derived from 
individual questionnaire responses. As with social security knowing a 
yearly pension is only the first step in estimating WEALTH uid DELTA 
values. Because we had no details on the structure of pePiion plans, the 
following assumptions were made: . . 

(a) The yearly benefits described by the workers did not include a jomt 
and survivor provision , though some private pension plans do provide for 
actuarial adjustments for survivors' benefits. 

(b) The benefit amount (B[s]) is based on years of service, so that an 
additional year of work increases ihe benefit by 1/n, where n is the 
number of years with the firm. 

(c) For those currently eligible for reduced but not full benefits, the 
benefit amount also increases because of an actuarial adjustment. Since 
we do not know these actuarial adjustment factors for the individual 
pension plans, we used very rough industry averages. (These averages 
were taken from Urban Institute [1982], which used data from the BLS 
Level of Benefits Study). . 

The procedure was then the same as is described above and in equa- 
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tions (1; and (2) for both 1970 and 1974. We calculated two values of 
pension wealth (with and without an additional year of work), and 
defined DELTA as the difference. ITie derivauo:.:^ were again done with 
2, 5, and 10 percent discount rates. A fuller discussion of the problems 
associated with all the variables used in our analysis is available (Burk- 
hauser and Quinn 1983). 



Notes 

1. A comprehensive definition of compensation is obviously broader than this, and 
should include other fringe benefits (such as medical, disabUity and Ufe insurance, paid 
v£catioDS, etc.) as weU as nonpccuniary aspects of the job, Ukc working conditions and 
employment security. TTiesc are not included here because they are not the focus of the 
paper and bccaust we have no dtta on them for the respondents in our sample. Changes in 
these other dimenwons of compensation after a particular age (for example, a cessation of 
medical benefits after age 65) could certainly be important, and would have the same type of 
effect as would a decrease in pension wealth. 

In this paper, DELTA is defined to equal the loss in pension wealth plus employee 
contributions during the year. For ease of exposition, the latter phrase is often dropped. 
Operationally, for employer pensions we assumed C{0) was zero; for soaal security we used 
employee payroll taxes in a given year. 

2. Private pensions include all employer pensions, but do not include social sccunty, 
which IS considered separately. Most private sector pensions are not automaticaUy indexed 
for mflation after retirement, so a nominal rate of interest should be used in discounting. 
TTie early 1970s were a transitionary period for inflationary expectations, so we use two 
discount rates, 5 and 10 percent. When we consider social security benefits below, we use 
lowjr real rates (2 and 5 percent) since benefit adjustinents have traditionally been greater 
than or equal to the cost of living-previously by congressional action and now by law. 

3. Due to a quirk in the social security law prior to 1977, we employ higher discount rates 
fc: the social security DELTA than for social security WEALTH. From 1961 to 1977. the 
absolute cost of living raises given to those who retired early at actuarially reduced amounts 
were the same as the increments to those who claimed benefits at 65 (Burkhauser and 
Turner 1981). The penalty for early retirement was therefore a constant dollar amount, not 
a constant perccaUge. One discounts a constant dollar amount with the nominal rate of 
interest, i ot the real rate used with social security wealth. 

It should be remembered that social security DELTA contains both the change in wealth 
(usually a loss at age 65) plus the employee's social security contribution during the year 
TTie full-time workers in our sample are disproportionately high wage earners, so their 
DELTAS arc generally higher than those in the general population. 

4. TTiis point is confirmed in a related paper, in which pension and social secunty wealth 
are expUatly compared to other more traditional forms of wealth— financial assets and net 
equity in the home, business, or real estate (Ouinn 1983). It is found that for many workers 
m this age group the asset value of retirement rights dominate all other forms of wealth, 
including; the value of the home. 

5. Tht Retirement History Study reinterviewed the sample at two-year intervals (1969. 
1971. iy/3, and 1975), and these arc the four snapshots we have. We assumed that 
respondents maintained their initial labor force status until the middle of each two-year 
interval and then made whatever transitions we observed in the subsequent interview. 
Hence, we refer to men aged 59-61 in 1970 and 63-65 in 1974. 
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6 We irepatefuitoCordeUaReimersforsuggesUonsontherestnictunngof tables 120 

"7 ^ sL the nugnitude of the pension DELTA values increases with HC^^'^P^ fat 
the pattern Ulustrtted in table 12.7 =- actuaUy smoother th«i .t appears and the decUn^ m 
the ratio more gradual. Unfortuna,.ly. our particular sample of respondents wither 
Lrto"rti^entnorpensionsindudesone.gegroup(60inl970andM 
particularly poor earnings (see tablt 12.5). When they are compared with the 'ubsampk^ 
j;^pensioru>e raZare very high. We suspect that this would not be the case m a larger 

^^'''xhe Department of Ubor has a data source which combines information on the 
detaUs of several hundred plans with the social security data on approxmiately 400 000 
fndSluals in these pl««. With respect to demographic and other economic vanable^ 
however the research is limited to the very sparse detaU on the soaal security earning 
record There hav, been proposals to combine this source with current microsurveys (such 
«tt.e Survey of New Beneficiaries or the Exact Match FUe). but so far this has not been 

''T For example, using 1975 data on 244 pension plans from the Bankers Trust Study of 
Corporate Pension Plans, and a 10 percent discount rate. L««arfinds pension wedth for 
hypoUietical mdivduals ranging tro^. about $400 to over $400,000 (Uzear 1981. p. 19). 
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Comment Cordelia W. Reimers 

This paper opens up a large terrain for future investigation. The basic 
insight about changes in the asset value of pensions being a component of 
net earnings— one that these authors have written about before— is un- 
assailable, and the empirical work is sufficient to establish the practical 
importance of pension rules as a mecharJsm for reducing the net earnings 
of older workers and, presumably, encouraging retirement. Burkhauser 
and Quinn have clearly put their collective finger on an alternative 
mechanism to mandatory retirement. 

The actual numbers they report are, as they are the first to say, 
preliminary, based on very small and restricted samples and hampered by 
the lack of informadon on respondents' pension plans that plagues most 
research on retirement behavior. I would therefore not make too much of 
the exact numbers reported here, but would urge Burkhauser and Quinn, 
and others, to try to refine these estimates further. 

For instance, if we are to believe these numbers, DELTA (even taking 
private pensions alone) does not appreciably reduce median net earnings 
before age 64; and social security appears to increase median net earnings 
before age 65. Yet most men currently retire before that age. Mandatory 
retirement cannot be the reason, eitJier, so it appears that we have still 
not got a satisfactory explanation of observed retirement behavior. 

But there are several way? the numbers might be improved upon, even 
with existing data, before abandoning the hypothesis. I shall discuss four 
problem areas: the calculation of the private pension DELTAs; the 
model of the retirement decision; the use of the median earnings of those 
without pensions as evidence on the alternative wage; and the biases 
involved in the choice of samples for study. 

I can't say much about the way the private pension DELTAS were 
calculated, because the appendix is too vague on this point. But one 
question does arise regarding these DELTAs. To get around the lack of 
information in the Retirement History Study about benefit formulas, the 
authors use industry-occupation averages for certain pension plan char- 
acteristics. To evaluate this strategy, it is important to know how much 
pension plans vary among firms, within an industry and occupation. How 
much of the true variation in DELTA is being lost by this imputation? If 
industry-occupation averages are much alike, but firms vary a great deal, 
Burkhauser and Quinn's method will produce a much narrower distribu- 
tion of private pension DELTAs than actually exists. Then the distribu- 
tions of private pension DELTAs and of the net earnings/current wage 
ratios would be more spread out in reality than appears in tables 12.2, 

Cordelia W. Reitners is associate professor of economics at Hunter College of the Oty 
University of New York. 
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12.6, and 12.8 of the paper. How this might affect the medians is any- 
body's guess. 

On a related point about measurement, these net earnings/current 
wage ratios should of course be measured, insofar as possible, net of taxes 
and inclusive of other fringe benefit*— especially those that change with 
age. It's not clear that taxes have been netted out of the numbers reported 
in the paper. 

I now turn to the way Burkhauser and Qainn model the retirement 
dedsion and use the numbers as evidence bearing on the hypothesis that 
pens*>n rules induce retirement. First, their model of ♦he retirement 
decision, while a major improvement over one that 5»mply compares the 
current period's wage and pension benefit, is still too myopic. There is no 
more reason for a worker to consider only his currcni period wage than 
only his current period pension benefit. The optima! timing of retirement 
involves comparison of the present values of the entire streams of future 
wages, alternative v ages (or values of nonmarket time), and pension 
benefits. Tt use a oue-peiiod wage comprjison in modeling retirement, 
one must assume that once net earnings dip below the alternative wage, 
they remain there forever after. (To sef- this, ask your isif why we do not 
expect a man of 35 to retire from the lat ^r force just because he has a spell 
of disability or unemployment that drastically, but temporarily, reduces 
his market wage.) We may perfectly comfortable making this assump- 
tion for older men, but we ought to be explicit about it. 

Second, the numbers in table 12.7 of the paper apf car to be presented 
as evidence about whether the private pension DELTAs are large enough 
to induce retirement. But there are several difficulties in interpreting 
them that way. If we are trying to explain retirement, we will want to 
know how a man's net earnings compare with his own alternative, or 
reservation, wage. If we know how much pension DELTAs reduce net 
earnings, one additional piece of information is needed: how the net 
earnings compare with the alternative wage. Burkhauser and Quinn seem 
to inteipret their table 12.7 as if it contained that sort of information. 
What it docs show is the ratio of mediae net earnings of those with a 
pension to median earnings of those without a pension, allowing for the 
private pension DELTA only. 

To interpret these ratios as containing any evidence at all about 
whether pensions reduce net earnings enougi to enforce job exit requires 
four assumption* about the median alternative wage: (1) that it is the 
same for those with and without a private pension; (2) that it is the same 
for those with and without mandatory retirement; (3) that it is equal to 
the median current wage of those who have no private pension; and (4) 
that the distributions of individuals' net earnings and alternative wages 
just happen to be related in such a way that the ratio of tb- medians is 
equal to the median ratio. 
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Given these tour assumptions, we cx)uld conclude from table 12.7 of 
the paper that, for those without mandatory retirement, the private 
pei:iSion plan alone is sufficient to reduce net earnings to the alternative 
wage level for half the sample at age 65. We could also conclude that, 
where it exists, mandatory retirement is needed because the private 
pension plan does not sufficientiy reduce median net earnings, 1 hesc are, 
in fact, the conclusions drawn by Burkhauser and Quinn. 

However, I think it highly unlikely, first of all, that the median alterna- 
tive wage is the same across pension-mandatory retiremf nt status, or is 
equal to the no-pension wage. The idea of comparing net earnings of 
people wiUi and without pensions to get a comparison of a person's net 
earnings and alternative wage would be justified by a model in which 
people arc randomly assigned to pension-mandatory retirement stati j 
and arc identical in other respccts^-in particular, their alternative wage. 
Moreover, those without pensions would have to be in a spot labor 
market, where wage = VMP at all time... But this model violates the basic 
fact that pension-mandatory retirement status is not random, but results 
from a selection process such as Walter Oi discusses in his paper in this 
volume. 

For one thing, we know private pension coverage is positively corre- 
lated with education. Besides, workers wiil tend to sort themselves 
among firms on the basis of mandatory retirement and their own prefer- 
ences for leisure (i.e., their reservation wages). Furthermore, rven on 
most jobs without pension plans the wage probably includes some return 
to firm-specific humLn capital and therefore is above the alternative 
wage. Some effort to standardize for education and other determinants of 
the alternative wage should • made before comparing net earnings 
across pension and mandatoi^ retirement categories. Moreover, Burk- 
hauser and Quinn's table 12.7 completely ignores social security, and it is 
the combined effect of social security and a private pension plan that 
determines whether mandatory retirement is necessary to end the period 
when ?V>VMP. 

Even if we could accept assumptions (1) through (3), however, and 
take the median no-pension wag^ a measure of the median alternative 
wage for Uiose v rh pensions, there is a serious problem with using Uie 
ratio of these medians as evidence on the distribution of the ratio of tht 
two variables. Individual workers' net earnings/alternative wage ratios 
are the variable of interest, yet what Burkhauser and Quinn report is not, 
even under assumptions (1) through (3) , tiie median ratio, but Uie ratio of 
median net earnings to the modirn alternative wage. This may be quite 
misleading. Suppose, for example, net earnings were distributed as in 
flgure C12.1A, and the distribution of alternative wages looked like 
figure C12.1B, with everyone's rank order being preserved. Then the 
ratio of medians = 1, but the median ratio is clearly much greater than 1. 
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Fig. C12.1 

(In fact, it would be about 1.8.) It is obvious that wc cannot, in general, 
learn much of value about the median ratio by looking at the ratio of the 
medians. 

Turning now to the authors' choice of samples for study: is it really 
necessary to confine the samples to full-time workers, and in some cases 
to those who were in the same full-time job in 1969 and 1974? If the 
hypothesis underlying the paper is correct, men over 60 with large posi- 
tive DELTA are more likely to retire, other things being equal. This 
presumably biases the samples toward those men with small or negative 
DELTA (though the bias, in fact, oepends on the correlations among 
DELTA, wages, and reservation wages). This could explain the authors' 
finding that median net earnings are not appreciably reduced by private 
pensions before age 64. 

Burkhauscr and Quinn are concerned that people who take social 
security benefits while keeping the same job would bias their estimates of 
the social security DELTA upward, if they included part-time workers. 
They could presumably determine from the Retirement History Survey 
how widespread this practice is. My guess is that it's rare, because it is 
hard to adjust hours drastically on the same job, and that the downward 
bias of DELTA from selecting only full^rime workers is more serious. 
This bias question is further complicated by the information in note 3 of 
the paper, that the social security DELTAs are biased toward because 
the sample members tend to be high wage earners. 

Those are the main things that bother me about this paper. These 
criticisms should not obscure the useful contribution that Burkhauser and 
Quinn have made in emphasizing the potential importance of pension 
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DELTAS and in actually calculating a thought-provoking, albeit pre- 
liminary, set of estimates. I am sure we shaU soon be seeing a variety of 
efforts to produce better estimates of DELTA, net earnings, and alterna- 
tive wages. I shaU conclude with a few words about the broader research 
agenda in this area of pensions and mandatory retirement. 

Lazear (1979) pointed out that, if you have a long-term contract with 
W< VNfP at first and W> VMP later, some cutoff mechanism is neces- 
sary, and mandatory retirement rules can play this role. In this paper, 
Burkhauscr and Ouinn show that pension plans may be structured with 
large positive DELTAs after a certain age and can then play the same role 
as mandatory retirement in a long-term contract. But these mechanisms 
are not identical, and none of this tells us why either mandatory retire- 
ment or nonactuarially fair pensions exist in tiie first place, nor why we 
f«e them used instead of simple wage reductions to terminate the period 
when W> VMP in a long-term contract. There may be some clues in the 
types of firms and workers that do and don't have mandatory retirement 
and pensions witii large DELTAs. Perhaps one mechanism is more 
efficient Uian another, depending on the circumstances. Perhaps they act 
in different ways to sort workers among firms according to workers' 
preferenees atx)ut how long to work. The costs associated with the 
various cuibff mechanisms need investigating before we will know the 
true costs ofyaising or abolishing the mandatory retirement age, Burk- 
hauser and Qiiinn make a start in opening up this ijnpo..ant subject. 
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Influencing Retirement 
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RiLcnt trrnd\ tawKird earlier rettrenient threaieti future supplies <4 
labor and the financial stability of ntanvof our public and private 
pensmn systems. One of the few federal efforts mnv in place to 
this trend has been the 1977 law outlawing mandatory 
n'tirement before age 70 for most American }\'orkers. This 
U'gtsiatum bv itself vktllhave little effect on retirement patterns. 
. bi'i (tuse stnmg ftnatiQial incentives to retire remain imbedded m 

Abstract the system Changes in the Social Security Act enacted this year 
bet:ni to recognixfi these incentives but are highly controversial 
and at best will not begin to go into effect until 1990. To be 
sunessful, efforts of policymakers to increase work at older ages 
must focus on the financial incentives at the heart of retirement 
plans rather than on merely attempting to weaken mandatory 
retirement constraints 



Two currcnl trends threaten the financial viabilitj. of the Social 
S*rcurity system and the hiture labor supply of worikere. One is the 
dramatic shift toward earlier retirement observed over the past 
three decades ilie other is the aging of the American population, a 
trend thai will continue through the first quarter of the next cen- 
tury Although public policy can do little about demography, it can 
influence retirement decisions 

The recent retirement trend is not at all surprising given the 
financial incentives contained within our Social Security and 
employer pension programs The aggregate impact and importance 
of these work disincentives will grow as the proportion of the popu- 
lation aroupH traditional retirement age continues toincreabe.This 



This ariicic w-n prwenieO ai the annual mcrling of the Assotialion fur ftiblic folic v 
AiialvMs aiMl MjnagfnH.nl MinnrtpoJi^. Otiobrr 28-W. 1982 We ihank inm 
Puwi n and Ritha'^Fendler for iHHslamlinntompulfra.ssiM ante, and Iheedi lor I wo 
uniMiv inouN rWcrec* and l>orolhv Robyn li>r uilical readings of earlier drafts 



JtHJMul ol Poluv Analvs's jnd Mjnagcnwrni ViJ ^. No I.I I3<!9»J^) 
't 1 J9«^ b, ihc AsHxialiun lor Publit Mitv Analvsis and M^nagemcnl 
Puhhsh.d hv John Wilcv <i W. Im. CCC0276 87mvoiOOOI I3$02 W 
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postibiliey suggesu a policy problem of the first magnitude, wiih 
consequences in many domains of public policy 



T»IOS Retirementpattenuhavechangeddramaticallysincel950 Where- 

_ M market work by men over 65 was once the norm, it is now 

^wmnu relatively uncommon. Figure I documents these trends. Data from 
Uie federal government's decennial census and Current Population 
Survey series show that between 1950 and 1980 the labor force 
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parl.cipaiion rale o( men aged 65 fell from 72 to 35%. The trend is 
equally clear but leM dramatic for younger men. For those over 65. 
the proporlionate decrease is even more precipitous. 

If "normal" retirement age is defined as the .«ge at which at least 
halfof the cohort haidropedoutof theUborrort.-e.then Figure I can 
alsobeusedtodocument the change in this age over time. In 1 950. it 
was not until age 70 that the participation rate of men fell below 
50%. By I970."normar' retirement age had fallen to65 By 19fi2.it 
was below 63. Only I man in 3 was still working at 65. and only 1 in 5 
at 70. 

Retirement patterns for wonten are more complicated because 
two trends are at work. People are retiring earlier, but women are 
more likely to be In the labor force than they u^*d to be For women 
over 62. thes« forces appear to offset each othcn their labor force 
participation rates have remained relatively constant since I960. 
For women 55 to 60. the proportion at worU has grown When the 
data for men and women are combined, however, the conclusion is 
clear— people are leaving the labor force earlier than they used to. 



lUocttofi »o (h« Trwid Until recently, there was no particular alarm over this trend toward 



earlier retirement. If anything, it was applauded. It ha» been sug- 
gested that one of the goals of the architects of the Social Security 
system was to permit (or induce) older workers to withdraw from 
the extremely %veak labor markets of the late 1930a/ Although that 
goal should have faded In Importance as the economy strengthened 
during subsequent decades, the early retirement trend was seen as a 
logical development In an increasingly wealthy society. Some of 
this wealth was being "spent" on leisure, and some of this leisure 
was being enjoyed in the form of earlier retirement. 

For at feast two reasoM. however, this trend is no longer viewed 
as benign. The first is the financial crisis facing the Social Security 
system as well as many other retirement programs in the public and 
private sectors. THe Social Security system was originally envi- 
sioned as a hilly hinded program, capable of meeting all liiture 
claims from accumulated assets. Iliat concept was abandoned by 
1 939. and today the trust fiind Is alnKMt completely empty. Current 
Social Security revenues are paid directly torurrent recipients, and 
future receipts were recently predicted to be ir^^dequate to meet 
scheduled obligations.' Some of this problem is teik^porary— due to 
the shortfall in Social Security tan revenues during the recessionary 
I 970b and to the recent overindexingof beneflu for inflation.* None- 
theless, the problem has called public attention to Social Security 
funding issues-^something traditionally left to actuaries and spe* 
cial presidential panels. 

The second reason for concern Is anything but temporary . The age 
distribution in America Is changing dramatically, and the proper 
t ion of the population aged 65 and over will continue to rise through 
the fir quarter of the 21st century. Using three different sets of 
assuriiptions concerning fertility and immigration, the Census 
Bureau profects that the proportion of the papulatk>n aged 65 and 
over will rise from under 1 1% currently to between 17 and 20% by 
the year 2025.' The old-age dependency ratiu(the ratioof those over 
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64 lo those 18 lo 64--« rough index of ih? rciirec-lo- worker ralio) 
will rise from 18% lo nearly 33%. This change alone would put a 
tirain on ihe Social Security system. When it u combined with 
decreased prospects for real growth and a trend toward earlier 
retirement, (he financial strains multiply.' 



Ummdim There are two general approaches to dealing with these labor sup- 
ply changes and bolstering the finances of the Social Security 
system. Tne first involves changes in the tax and benefit struct u re of 
Social Security aimed at balancing tax inflows with benefit out- 
flows. The second, while related to the first, is primarily aimed at 
increasing work effort at older ages. 

With regard to the fint approach, the ^rountry has chosen to rely 
primarily on increased payroll taxes. The maximum annual contri- 
bution 01 employees. fo» example, has risen from $374 in 1970 to 
$2392 in 1 983. an increase of almost ISO%in real terms. The identi- 
cal contribution from employers has done the same. Further 
increases in the tax rate are scheduled through 1990. and the tax- 
able earnings base is now automatically indexed lo rise with the 
joat of living. 

But as tax inflows have risen over this period, so have outflows. 
Theageof eariiest eligibility for Social Security old age benefits was 
reduced from 65 to 62 for women in S956. and for men in 1961. 
Moreover, real benefiu have risen significantly since the late t960s. 
This can be seen by looking at how the initial benefit received at age 
65 has changed over the period. Pot example, for a 65-yearH>ld 
woriier with a 65-year-old spouse and with national medirn earn- 
ings in each year of his work history, the initial benefit ros ; 58% in 
real terms between 1968 and 1981. Legislation signed in April 1983 
aims at slowing that trend. It leaves the age of earliest eligibility at 
62. but reduces benefits slightly by delaying a cost of living allow- 
ance by 6 months. It also taxes benefits for high-income retirees for 
the first time. 

More controversial and potentially more important are changes 
in the Social Security system scheduled to occur around the turn of 
the century . In 1990. the age of normal retirement will slowly begin 
to increase from age 65. reaching 67 in 2027. In addition, the 
upward benefit adjustment for delayed retirement after 65 will be 
increased from 3 to 8% per year. As vtt will see. this rarely discussed 
provision nuiy alter significantly the financial incentives surround- 
ing retirement.lt will nave consequences far beyond the immediate 
goal of balancing Social Security receipu and expenditures, and 
will influence the supply of tabor in the future. 

The second broad policy approach is to encourage and induce 
later retirement in an effort to slow or perhaps even reverse the 
retirement trend discussed above. This requires an understanding 
of the nature of the retirement incentives that currently exist in 
Social Security and in employer pensions. When these are under- 
stood, the changes in the Social Security system planned in the 1983 
amendments take on additional significance As we will see. eco- 
nomic Incentives do influence people's retirement behavior. 
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lOgNimriMG One major federal iniliaiive lo permil later mirenieni wes a 1977 
•cnnCMtNT amendmeni lo the /^ge Discriminaiion in Employ men I Act ihat 
l)CTC«Mlh4ANTS raised from 65 to 70 the age of earliest manddlorv reiiremcnl for 



moM AineHcan %w)rken * Both President Reagan und Reprcscnia- 



IWMoinDiiw nw wwti live Claude Pepper, the chief congressional spokesman for ihe 



elderly, favor the outright abolition of all mandaiory retirement 
provisions, and many Washington observers predict this will octur 
in the next several years. Relaxation of mandatory i etircment nilct 
clearly increaaea the options available to many employees by per- 
mitting ihcm to remain on their Jobs until age 70 or longer. But 
whether thai step alone will alter retirement trends significantly 
depends on why workers retire when they do. 

The reasons for retirement are many and varied. Some people 
work until health problems force them out of the labor force: When 
iTtiiees are asked why they left their last job, the factor most 
typically mentioned is health.^ Others retire when they become 
eligible lor retirement benefits: The sufgeof retiremenu at age 62^ 
the age of earliest eligibility for Social Security retiree benefits— is 
certainly no coincidence. And still others retire only when they are 
forced to by company rcgulatkms. 

Mandatory retirement rules were widespread in the cariy I970i. 
Using dau (described bebw) on men and unmarried women aged 
5S to 6 1 and employed in 1909, «ve fmmd that 43% faced mandatory 
retirement on die Job diey then held.' Hie presence of this con* 
straint does not necessarily make it imporUnt, but simple behav* 
ioral comparisons sugfest that it may be. One rough approach Is to 
compare the labor force behavior of warkers with and without 
mandatory rettaemcnt during a given transitkm period. Among a 
group aged 62 to 64 in 1973, over 57% o( Uioae without mandatory 
retirement bdbre I97S were still working then.* Of those who did 
face mandatory retirement during those two years, only 17% 
remained in the labor force in 1 97S." 

If mandatory retirement smwisions were an important Isctor in 
die rstiiement decisions of a large number of workers, dien delay- 
ing or removing these provtekxis might change bd^avkir signiH- 
canily. Unfortunately, coincidence does not imply causatkm. As we 
will Br^ue below, mandatory retirement is closely intertwined wldi 
both Social Security and employer pension plans. The benefit stnic- 
tures of these retfaenMnt plan s often provide strong financial incen* 
lives to retire at precisely the age at whkh It becomes mandatory. 
Because the mandatary retirement reform does not alter the finan- 
cial incentives, itt impact depends crucially on the independent 
importance of these xvfo types of determinants. This is addressed 
below. 

In 1969, the Social Security Administration began a longitudinal 
study of the retirement process by interviewing a sample of JJ**"* 
than 1 1 ,000 men and unmarried women aged 5% through 63.' These 
respondents were reinterviewed at two-year intervals through 
1979 We analysed the first four waves of the Retirement History 
Study (RHS) to disaggregate the retirement determinants. 

The RHS data document die close link between employer pen- 
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sions and mandatory miremeni "-c broke duwn a sample of men 
aged 62 Iu64 in 1973 by mandaloiy rciiremcni and pension eligibit^ 
itysiaius Of those subject to mandatory retirement. 91% were ;Jm> 
eligible for pension benefits from the job they ihcn occupied " Anii 
most were eligible for full beneOt!! by the iiine the retirement con- 
straint applied. On the other hand, of those . Lout mandatory 
retirement, only 47% were covered by pensions on their jobs. 
Although pension eligibility without mand.itory retirement is com- 
mon, it is very uncommon for workers to face mandatory retirement 
«inthout being eligible for employer pension benefits (aril thc.r 
retirement incentives) as well. 

On the basis of simple cross* tabulations, if appears that manda- 
tory retirement and the availability of employer pensions each 
contributed to the propensity to retire. As stated above, among a 
sample employed in 1973. only 17% ol those subject tu mandatory 
retirement before 1975 were still in ttie labor force when the latter 
year arrived. In contrMt. 57% of those not subject to the constraint 
were itill at work. Similarly, only 22% of those eligible for full 
employer pension benefits by 1975 were still working then, com- 
pared wit: ^8% of those eligible for reduc^ beneTits and nearly 
two-ihir^soT those not yet eligible.Theeffects of the combination of 
mandatory retirement and full pension eligibility is extr::mely 
strong: Ovt 90% of workers in this category left the labor force 
between 1973 and 1975." 

The link between Social Security eligibility and mandatory 
retirem.,nt was also close. Prior to the 1977 amendment to the Age 
Discrimination in Employment Act. the most comm<>n mandatoiy 
retirement age was 65: this was precisely the age at which workers 
became eligible for full Social Security benefits. As we will sec 
below, 65 is also the age at which an important change in the benefit 
calculation formula lakes place. 

The impact of mandatory retirement and those of Social Security 
and other pension plana often occur simultaneously. Disentangling 
the independent influence of each, ahereforc. presents certain di.7i- 
trullies. The distribution of influence is extremely important, since 
policy proposals often address one and ikH the others. Foi tunately. 
the (bla do permit some conclusions to be drawn . 



Thm Ptnondol htotfiiim Both Social Security and oiher pensions promise eligible workers a 



stream of future income when they retire. The value of these pen- 
sioni depends on the age of initial eligibility, the degree to which 
benefits are adjusted for inHation. and how the benefits grow if the 
employee delays claiming benefits and continues to wori after he is 
eligible to retire. The best summary statistic for a pension is not the 
annual benefit, but the present discounted value (the asset or 
wealth equivalent) of the future income stream 

The present values of these futurcstrcanis.it turns out. constitute 
a considerable proportion of the wealth ol older workers. For m^iny 
workers in our sample, they dominated nther forms of wcMlth 
including equity m the tiome The size ol (hose assets, we hvp4>ih- 
esized, would very likely affect retirement behavior. But thesi/e of 
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thu!»c assets is a function of when one retires. . nd that function 
pi uves to be rather complex. 

Nearly all employer r^nsioni require that on-- leave the job In 
order to collect benefits. Two thinfcs happen to r.-tirement income 
when an eligible worker delays collecting benef ta. Fir«t, benefits 
are lost. But second, futurt annual benefits usually increase. 
Whether one*s pension wraith increases or deer .*ases depends on 
whether the higher future benefits offset the cunent benefits fore- 
gone It is an empirical question as to which dontinatct. 

The present value of Social Security benefits also changes when 
acceptance is delayed. Although Sodal Sacurii\ can be received 
while one is still on the job, the worker kxef $1 00 of benefits for 
every $2.00 earned after an initial exempt amouni As a result, tnost 
persons quit %vork altogether when they cla*m Social Security bene- 
fits. These Social Security benefiu are a functkm of average taxable 
earnings. Because general wage levels rnd the uxable earnings 
ceiling have been rising over time, average earnings and therefore 
monthly beneflu rite with continued work. In addition^ workers 
delaying the receipt of Social Security benefiu past age 62 receive 
an additional pension increase of about 7% per year until age 65; 
afier 65, this upwanl adjustment drops to only 3% per year (a figure 
that was raised in 1902 from only \%h 

Employer pensions outside of the Sodal Security system operate 
with their own bidividual rules. In attempting to calculate the net 
effect of delayed retirement on such pensions, we had to make some 
general assumptions based on typical provisions. We assumed that 
benefits from employer pensions %vere based solely on yean of 
service and that, like Social Security, such benefits included actu- 
arial adjustmcnU for delayed retirement." 



MMnuringTuI Changes in penskmwca I th that depend On whether ornoC One woritf 
CoRipmoMon an adiditlonal year can best be viewed as a component of com^ocnsa* 



tion for that year. If during the year an empknree earns 1^204100 ard 
accrues an additional $5000 in pension wealth the true compensa- 
tion is $25,000. Similariy, If reliremeRt income wealth decreases by 
$5000 because future increases do not fully compensate for beneflu 
foregone, the true net pay is only $15^. As we document below, 
many older woriten do suffer considerable pension wraith losses 
with continued work. This surreptitious pay cut is a strong induce- 
ment to retire. 



THE STAtfSTICAi As we noted eaHler, die Social Security Administration has col- 
RESULTS lected data for a large sample of older persons that pcnnitted us to 
calculate their expected retirement beneflu, and how these beneflu 
Gotm ortd ionm wuuld change with additional %vorl[. Table I documents the change 



in the present value of pension beneflts that full-time employed men 
wiMild have experienced In 1974 if they had postponei! retirentcnt 
bv one year.** For employer pensions, the 63 year olds were almost 
evenly split between positive and negative values. Those over 63, 
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T»bl* I. Chanftvs in present valurMrfempluvu pcnsionN jnd Soiial 
SccMHty a^socialctl with an addiiionjl vear uf wiHk. lor full hme 
employed men aKef>3 iq65 in 1974 (diNtributMin m piTveni) 



Bmphyer pemtc is 

Reduced by xjre th«n $9000 
^3001 io$9000 
llUOl io$3000 
$1 to$!000 

Unch«nfed 

Incrtased by $1 to $1000 

$1001 io$2000 

Totii 
Median^ 

Soctal Security 

Reduced by $3001 lo $6000 
$1501 lo$3000 
$1 lo$IS00 

Unchanged 

Increased by$t io$IS00 

$1501 io$3000 
$3001 lo$6000 

Total 
Median^ 
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4 $857 
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fveacfil wwltm o^lnilaicd wliii a 5% dltcouni rate 
HleJian calcutotton omlti tKoae with no dwr^ 

Samce. Data fnmi the Ref Irement Hhlory Study of the Social Security Admin 
lairation: calculattoM by the avthor* 



however, were more likely to lose than to gain, and h/ age 65 the 
median loas was over $2000. 

Changes in the Dreseni value of Social Security benefits were even 
more dramatic.'^At ago 63 and 64, the median respondent gained 
Social Sccudty wealth from working another year, due to the bene- 
fit calculation formula, and the additkmal adjustment of 7% per 
year.At 6S.however.lhead^tment dropped to l%(the adjustment 
rate that applied until changed to 3% in 1982). As a result, prac- 
tically all the reapondcnu would have lost Social Security wealth if 
they continued to wori, and the median respondent in 1974 %vould 
have lost over $3000. 

Whether these wealth changes are considered large or small 
depends t -i what they are being compared with. A logical candidate 
is betore-tax earnings. In Table 2, we show the ratio of pension 
wealth change toeambigs, disaggregated by pension coverage. The 
median ratios tell the story. At ages 63 and 64, the Social Security 
gains dominated the pension li;4ses. and the median ratios were 
positive. But at 65. the story was reversed, and the median values 
suggest hrge wealth losses— about one-third of annual pay for tho«c 
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T»bW 2. Change* in prescnl value erf employer pensions and Social 
Sctunly associated with an .idclitional year erf work. .« a percentage of 
annual befure tax earnings. I<»rlult iimc employed rmrn a|{e63.to6S in 
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Sam Data from iht Retirement Hhlory Study of the Social Security Admin* 
ttlratran, calculalKm by the authon. 



with Social Security alone and neariy one-half for those who alto 
had pcnsioat from employer*. These csiimaies are only first 
appix»xtmaiionB. because they ignore tax effects and assume that all 
the fiilhtime employees who continue to work receive no Soctal 
Security benefiu. Nonetheless, they sugfest that pension wealth 
changes associated with delayed retirement can be considerable. 

of fha Oofm and So far. our analysis has simply assumed that these f»ins and losses 
lowM would affect retirement behavior. The Retirement History Study 
data, by providing information on the actual retirement behavior of 
the sample, permit a direct test of this assumption. 

To exploie that question, ve began by analyzing the retirement 
behavior oT the subsample aged 63 to 6S who were employ^ in 1 973 
and did not face mandatory retirement by 1975. These were 
employees who were free to choose whether or not to continue work. 
What factors seemed to influence that choice? 

Variables that were tested for their influence on retirement 
included health, mariul status, earnings potential, and changes In 
employer pension and Social Security wealth associated with con- 
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linued wurk.'* We hypoihcsircd thai rciircmvni wcmjIcJ be dis* 
ciHinigcd by high polcniial ea^'ungs. and wuuld be stimulated by 
health dcieHoration and puivniial pension wealth tosses 

The jitalisiical analysis. UMng lugii estimates of a retirement 
equation, confirms our hypotheses.'* Health deterioration. \u\U 
time earnings, and changes in pension and ScKial Security wealth 
aresigniricmt explanatory variables Other things equal, those who 
would lose retirement income wealth by continuing to wori were 
more likely to retire. 

Thccunclv jns drawn thusfararefromasampteof men whudid 
nor face man ^tory retirement by 1975. Their decision to ret ire was 
based on other factors. These conclusions provide a means to 
answer a key question concerning those who were subject to man- 
datory retirement: How important was that constraint? 

On the face of it, the retirement behavior of this group seemed 
greatly afTected by the mandatory retirement factor. In our sample 
of men working in 1973. over 80% cif those facing mandatory retire- 
ment by 1975 nad stopr * work by the latter date, whereas only 
about 40% of thoae n j constrained had stoppea. This gross 
comparison, hou'ever. u misleading, because thme fadng manda- 
tory retirement were much more likely to have had pensions and to 
suffer wealth louea if they delayed acceptance of th^ir pensions. 

Using the information gleaned from the Hrat sample^those not 
facing mandatory retirement— we were able to estimate what those 
whodid face mandalrjry retirement would ha ve done in the absence 
of that constraint. The resulting calculation suggests that 63% 
would have retired by 1975, not the 83% who actually did The 
mandatory retirement provisions facing this group thus appear to 
have had some effect in inducing retirement, but much leu than the 
simple comparison of the two groups would suggest. 

The limited significance of changing the mandatory retirement 
age was reinforced ^ some additional calculations. Using our sam- 
ple of hilly employeti men aged 62 to 64. we asked what their status 
would have been in 1 975 if the law raising the mandatory retire- 
ment age to 70 had been in effect then. Our best estimate is that only 
about 50,000 additional men from that cohort would have been in 
the tabor fom.'* Thia would have raised the labor force participa- 
tion rate of that group by about 2%. and would have been inconae* 
quential in the aggregate economy. 

The eventual Impact ^ this change in the mandatoiv retirement 
age remains to be seen. Though deprived of one tool, employere 
retain the other. If firms are able to alter pension structures to 
impose even larger wealth losses on those who continue to work at 
older ages, the long-nin effecta of the change in mandatory retire- 
ment will be even smaller than the effects we hav# estimated. Under 
current inter|»rttationi %ti the Amt Discrimination in Employment 
Act. penskMi plans are not considered discriminatory when tlicy are 
acf uarially unfair and discri miiwte against la te retirees. 

There Is little doubt that the work incentives embedded in Social 
Security and pension plana have altered the behavior of older Amer- 
icans. As we approach the end of this century . the costs of this policy 
in lost manpower wilt grow. The changing demographic structure 
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makes it impcntivc that polidca that drive older men and women 
■way from productive worii be changed. The 1977 amendment 
delaying mandatory retirement wrai the first and easiest step in thai 
direction. Uncapping mandatory age oomi^tely may have some 
small additional effect. But major dianges are unlikely unle» the 
underlying economic incentives are addressed. Nothing in thl^i area 
has been done with regard to eniploycr pensions. ^. ^ . 

Tlie 1983 amcndmenU to the Soda! Security Act. whiW INiniarily 
discussed from the narrow pcnpectivc of reducing future financial 
imbalances, are likdy to have important effects on future retire- 
ment behavior. Ihe mdm\ Incrme In the normal rrtiremcnt age 
from 65 to 67 and the increase in the annual rewwd for deUyed 
receipt of bcncflu past ^5 from 3 to •% per year are imporunt 
changes in the inccnti^ s^nicture. But because none of these long- 
term changes %rill even begin until 1990. there U a danger diat 
support for then will hdt. It s is trie because the shori-nin crisis 
that forad their aoocpiance U like to subside over the next decade, 
and because the emphasis in thi: del ite for ti*?ir passage was too 
narrowly focused on budrtt T considerations. While they will 
reduce financial imbalanscs. they also %rill increase the worii eflbrt 
of older people* 

As 1990 appmdics» and ndes start to go Into effect pushing bac^ 
the age of normal ntirerocnt for Social Security and reducing die 
penaTty for work beyond 65. policy MialysU should bear in mind 
that fundamental changes of this kind in die inceniivestnicture of 
our retirement are necessary to Increase the work effort of ol<V^ 
dtitcns. 

JOSEPH F, QVINN i$ Awodaie Frofusor of Eccmmics, Boskm 
CoUegs. 

RICNAia> V, BVRKHAVSER is AssoeUie FraftSM>r cf EcommticM, 
VatuMUi Vnhmsiiy. 
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